Electronic Perspective 


OMMERCE has always had its 

basis in numerical computation 

and many men have been inspired to 

invent the means of easier and more 

‘efficient computing as exemplified 
today by the electronic computer. 


The first simple digital calculating 
machine was built in France by 
‘Blaise Pascal in 1642. It was the 
‘forerunner of many other computing 
machines, the need for which became 
apparent as _ business activities 
throughout the world developed in 
size and scope. 


These needs were met progres- 
i, ely by other machines including 

e comptometer, the cash register 
and similar basic adding machines 
“quipped with various recording de- 
vices. Their versatility and utility 
increased immeasurably when 
‘they were combined with the type- 
Writer towards the turn of the 
p century. 


* Small calculating machines were 
the next accounting aids developed 
and the adaptation of their basic 
idesign into larger and more compli- 
ted bookkeeping machines paved 
way for an overall expansion of 
mechanised accounting. 


"The next innovation, punched 
‘tards, introduced a completely new 
ele of record keeping and one 
Which enabled mechanised account- 
ing to function with greater speed. 


’ The demands of war led to the 
rapid development of the electronic 
‘omputer by engineers and scientists 
for the fire control devices of big 
uns and anti-aircraft defences. 
However, the tremendous potential 
@ electronic digital computers for 
Peace time commercial application 
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were obvious and this spurred 
development in the electronic field. 


In 1951, the UNIVAC, the first 
production model of a general pur- 
pose electronic computer was com- 
pleted. Its amazing computing capa- 
city and productive speed instituted 
a new concept of business machine 
performance. The manufacture of 
other similar machines followed and 
it was inevitable that many extrava- 
gant claims were made for electronic 
computers generally. 


Experience has shown that many 
questions arising from the introduc- 
tion of electronic computers into 
accounting procedures have been 
answered by the actual performance 
of the machines themselves. 


Even so, many members of the 
accounting profession have found 
some difficulty in appreciating the 
applications of electronic computers 
and assessing the machines’ influence 
on the progress of the accounting 
profession. 


With the aim of remedying this 
situation to some extent and provid- 
ing readers of The Australian 
Accountant with authoritative and 
concise information on the subject, 
we publish herein (see page 504), 
Accounting by Electronic Methods, a 
statement issued by The Institute of 
Chartered Accountants in England 
and Wales in July of this year. 


We gratefully acknowledge our 
indebtedness to the Institute for per- 
mission to reprint this valuable and 
informative statement which puts the 
whole subject into its proper perspec- 
tive in relation to the accounting 
profession. 





THE FUNDS AND 
SERVICES OF A BUSINESS 


c is common practice today to 
append a statement of funds to the 
final revenue accounts and balance 
sheet of a trading concern. The 
development of such a statement is, 
doubtless, attributable to one or more 
factors, which in turn arise from con- 
siderations in the balance sheet and 
its related accounts. These factors 
include: 


1. The inability of the proprietor 
to establish the amount of his 
profit (or his loss) for the finan- 
cial period as disclosed in the 
profit and loss account. 


Whether the _ business’s_ re- 
sources have been used _ to 
maximum efficiency. 


The possibility of expanding the 
business, and the need to know 
what demands will be made 
upon the financial structure if 
expansion is carried out. 


The statement is intended to an- 
swer any or all of these queries and 
so make the financial position more 
readily understood by its owner or 
owners. 


In an endeavour to get these facts 
from the statement as usually pre- 
sented, at the same time looking at 
the problem through the eyes of a 
layman as far as possible, the writer 
has experienced the following 
difficulties : 


1. To understand the term “In- 
crease (or Decrease) in Working 
Capital”, even when a statement 
of changes in working capital is 
annexed. 


By H. M. BAGNALL, A.A.s.a. 


2. To understand what “Funds” 
really are. 

3. To understand the reason why a 
“Provision made for Deprecia- 
tion on Fixed Assets” is con- 
sidered to be “Funds”, particu- 
larly when an apparently similar 
provision, namely, “Doubtful 
Debts” is not claimed to have 
this relationship. 

It is felt that the classification in 
the balance sheet tencs to mislead 
rather than assist in getting this 
understanding. The — suggestion 
then, is to alter the terminology 
used. 

Liabilities, on the one hand, are 
commitments of the business; they 
exist both to internal as well as ex- 
ternal creditors. Again, the external 
ones can be of a different character; 
some can be deferred, some cannot. 


Assets, on the other hand, are 
elements of value held by the busi- 
ness; some exist solely to assist in 
the provision of profits while the 
remainder provide resources to meet 
commitments as they fall due. The 
former class can be sub-divided into 
those which provide for business 
profits and those which provide in- 
come through external investment. 

An analysis of a balance sheet 
constructed along the lines above 
would enable more to be gained 
from it, from the point of view both 
of “Funds” and of relationship of 
“permanently” and “temporarily 
invested capital. 

On the following pages are com- 
parative balance sheets conforming 
to general standards of presentation 
together with a statement of funds. 
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THE ALPHA-BETA TRADING CO. 


BALANCE SHEET 
As at: 


Year 1 
SHAREHOLDERS’ FUNDS 10,000 


Authorised capital 
(10,000 ordinary shares of £1 each) 
Issued capital 10,000 
(10,000 ordinary shares of £1 each) 
(fully paid) 
Profit and loss appropriation account 8,250 
TOTAL PROPRIETORSHIP 18,250 
This is Represented By: 
CURRENT ASSETS: 
Stock (valued at the lower of 
cost or market price) 10,000 
Bills receivable 400 
Debtors 5,400 
Less Provision for 
doubtful debts 200 5,200 


Bank of XYZ 900 


16,500 


Less CURRENT LIABILITIES: 


Bills payable 200 
Creditors 3,000 
Accrued expenses 100 








WORKING CAPITAL 


Add FIXED ASSETS: 


Land and buildings 
at cost 

Less Provision for 
depreciation on 
buildings 

Plant and machin- 
ery at cost 

Less Provision for 
depreciation .. 








Add INVESTMENT: 
4% Government Bonds 


Add INTANGIBLE: 
Goodwill: 


Less LONG-TERM LIABILITIES: 


Mortgage (Secured by land 
and buildings) 
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15,450 





STATEMENT OF FUNDS 
year ended 30 June, 2. 


FUNDS HAVE BEEN PROVIDED BY: 


Net profit as per profit and loss account 
Non-cash charges: _ 
Provision for depreciation on buildings .... 


Provision for depreciation on plant .... ...0 2... .... «.. 


THESE FUNDS HAVE BEEN APPLIED TO: 


Decrease on mortgage ... .... .... . 
Purchase of bonds . sel 
Increase in working capital . 


STATEMENT OF CHANGES IN WORKING CAPITAL 
For the year ended 30 June, 2 


Increases in working capital 
Increase in stock 


Increase in debtors (net) onc. as 
Increase in cash at bank .... .... .... .... 2... 


Decrease in bills payable 
Decrease in creditors ... .... 


Decrease in accrued expenses .... 


Less Decrease in working capital 
Decrease in bills receivable 


Net Increase in working capital 





Suggested alterations already referred to will produce the same material in 


the manner shown on pages 483 and 484. 





Notes on Classifications Made 


1. Goodwill provides an_ estab- 
lished avenue for the sale of goods 
and consequent profits. 


One has only to look at the com- 
paratively small return of profit in 
the early years of a newly estab- 
lished business, to realise the import- 
ance of goodwill. The value of this 
intangible does not tend to depreci- 
ate in the same manner as other 
assets within the group. Moreover, 
it varies directly with profits. 


2. Stock-in-trade is a profit-pro- 
viding asset. No business can be 
transacted without goods to sell, 
that is, without a basic stock. This 
asset is not looked upon as a fund 
from which debts can be met 
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directly. A movement of funds (i.e. 
a sale) must occur before any con- 
siderations of this nature apply. 
Further, as soon as goods are sold, 
they must be replaced—a demand on 
working capital. 


Conclusions 


1. Working capital is represented 
by the “Excess Funds Available 
over Current Needs”, i.e., it is made 
up of “Funds Group” items only. 
Hence “Provision for Doubtful 
Debts” must be treated as affecting 
working capital because it belongs 
within the funds group. “Provision 
for Depreciation,” on the other hand, 
in no way affects funds, with the 
result that it can only be taken into 
account directly in the statement of 
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THE ALPHA-BETA TRADING CO. LTD. 


BALANCE SHEET 
As at: 


Year 1 
SHAREHOLDERS’ CLAIM: 
Authorised capital 
(10,000 ordinary shares of £1 each) 10,000 


Issued capital: 
(10,000 ordinary shares of £1 each 

fully paid) . 10,000 
Unappropriated profits 8,250 


18,250 
This is Represented By: 


FUND-PROVIDING ASSETS: 

Bills receivable .... . 400 

Debtors 5,400 

Less Provision for 200 5,200 
doubtful debts ee 


Bank of XYZ... . 900 
6,500 


Less CURRENT FUND-ABSORBING LIABILITIES: 


Bills payable . 200 
Creditors .... .... ..... 3,000 
Accrued expenses ; 100 3,300 


Excess funds available over 
current needs . 


Add PROFIT PROVIDING ASSETS: 
INTERNAL 


Land and maga 

J Sa 6,200 
Less Provision for 
depreciation 

buildings 100 


Plant and machinery 
at cost 500 
Less Provision for 
depreciation ... . 50 





Goodwill—at cost .... 
Stock at lower of cost 
or market .... .... . 


EXTERNAL: 
4% Government Bonds 


Less Non-current fund-absorbing liabilities: 
Mortgage (secured by first 
Mortgage over land and 
a a nee og 2,000 
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500 
11,000 
17,900 


1,000 
18,900 





STATEMENT OF FUNDS 
For the year ended 30 June, 2. 


Excess funds available over current needs. 
ND hock uncer tessa datecaana 3,200 
Plus Favourable movements: 1,350 
Additional debtors ue bn 
Additional money in bank oe ee 0 


R 
Se: 
was 1 
wealth 
ence 1 


Less creditors : 
Less outstanding expenses 


Minus Unfavourable movements: 


Less Bills receivable ... 0. 2... 00... . ‘ 
Net increase in funds for the year adjust 


Excess funds available over current needs .... . 4,450 4 bs 
(30 - 6 - 2) ——s ff ciple 

STATEMENT OF DISPOSITION OF THE NET PROFIT bring 

For the year ended 30 June, 2. Hower 


Profit for the year was each teae actress cae , it was 


This is represented by:— some 


(a) Increase in funds as per statement of funds 

(b) Increase in non-funds: As 4 
Favourable movements: howeve 
Additional stock . sua ASD FoR hed 1,000 . 
Mortgage part re-paid ... .... ... ... 500 been 
Bonds purchased Sits dow 1,000 the tim 


in agre 
2,500 moving 


Minus Unfavourable movements: dom w 
Absorbed services of assets n fact 
(depreciation) herself 

Plant ' = a LE, in rega 
Buildings .. ee: of this 
__._ @ there 
£3,600 # borne | 
Austra 





disposition of the profit as the pro- Credit given by, or available 
vision of a service. at the hands of, a bank or@ For. 

2. Funds are resources _— similar lending body. ae 
within a business, which can be use : : I . 
to finance its activity when applied Credit available by way < _ 
to the acquisition of goods to sell or further contributions by ‘ ic ar 
to services to enable them to be sold. proprietor (if by way : ee 
They can consist of movements of Funds” group items — 00 n co 


. f 
any item with the “Funds” group :— otherwise). a a 


More clearly :— 3. From the statement of disp0s!- @ thought 
(a) Ready cash. tion of profit it will be clear to the @ teen ne 
(b) Easily realisable claims, eg., Proprietor what he has done with @ ducts, | 

debtors. the profit for the year. Equally, he ha te 
(c) Credit given by, or available can see the effect of the year’s bus: on . 
at the hands of, persons from ness upon his assets and liabilities. — 
whom we acquire goods or ser- This could prove a guide as to future _ 
vices. activity — external factors excepted. ; 


The A 
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FINANCIAL NOTES 


R Australia in overseas trade, 

September was a bad month. It 
was inevitable that the Common- 
wealth Trade and Economic Confer- 
mce in Montreal would bring some 
udjustments in our pattern of over- 
sas trade and that the general prin- 
ciple of freer world trade would 
bring difficulties to some industries. 
However, as with most conferences, 
it was expected that there would be 
some giving as well as taking. 


As things have turned out so far, 
however, Australia seems to have 
ben on the losing side most of 
thetime. In principle, Australia was 
inagreement with Britain’s policy of 
moving towards greater trade free- 
dom with the dollar countries and, 
infact, a few months ago Australia 
herself had made some relaxations 
inregard to dollar imports. Because 
of this policy it was inevitable that 
there would be some sacrifices to be 
borne by the countries in the sterling 
area, notably producer countries like 
Australia and New Zealand. 


For Australia, the immediate con- 
rn was for the dried fruit and the 
fruit canning industries. Greater 
competition for wheat markets was 
iso an important point to be con- 
sidered. But, with wheat, there has 
teen competition with the dollar area 
for some years so this impact would 
lot be felt immediately. It was 
thought that agreements could have 
seen negotiated for some of our pro- 
ducts, however, so that the general 
nove toward convertibility with the 
tollar could be made with the least 
amount of dislocation possible. These 
ee ean, of course, still be 

e. 
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But, with all of these admirable 
intentions, one thing was taken for 
granted—that the moves would be 
accepted by the United States as a 
major step towards economic unity 
in the Western world. 


Few people expected any dramatic 
letting down of the U.S. trade bar- 
riers, for that country is as “protec- 
tion-minded” as any other. Yet it 
was felt that some support could have 
been expected. Because of this the 
decision of the U.S. Government to 
cut imports of lead and zine by 20 
per cent. for reasons which appear 
to be prompted merely by internal 
political considerations, came as a 
tremendous shock. The moves were 
described in Montreal by Australia’s 
Minister for Trade, the Hon. J. 
McEwen, as “ruthless and savage’. 


From the point of view of Aus- 
tralia’s trade, his attitude was justi- 
fied. The U.S., only a short time 
before, had imposed duties on im- 
ports of wool. Now, another of our 
principal export items was affected. 
The impact on our export figures will 
be substantial. Although the U.S. 
restrictions are a 20 per cent. overall 
cut on average imports for the five 
years 1953 to 1957, Australian lead 
and zinc imports into the U.S. will 
be cut by about 50 per cent. In the 
1957 calendar year the U.S. imported 
from Australia 132,512 short tons 
of lead content but our quota is now 
expected to be 68,000 short tons. In 
money, the cut has been estimated 
to amount to about 18 million dollars. 


+ > * 


However, with lead, some difficul- 
ties were inevitable. By its pro- 
gramme of stockpiling, the U.S. Gov- 
ernment had made prices artificially 
high. When it ceased to buy for 
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stockpiling, prices tumbled and there 
was a situation of acute world sur- 
plus of this metal. 


The Broken Hill mines had recog- 
nised the situation and, from early 
this year, there has been a voluntary 
cut in production of one shift in ten. 
To emphasise the effects of the now 
lower prices one has only to refer 
to the recently announced trading 
results of two of the companies on 
the field—North Broken Hill and 
Broken Hill South. Both have re- 
ported losses on mining operations 
for the latest year. With both com- 
panies the existence of large invest- 
ment portfolios saved the day and 
enabled some dividend payments to 
be made. The situation is serious, 
here are mines on one of the world’s 
richest fields yet unable to mine 
profitably. 


It is difficult to see any early way 
out of the position. Plans at Govern- 
ment level are being implemented to 
find other markets. They could be 
successful to some degree—and so 
could efforts to induce the U.S. Gov- 
ernment to ease its import ban on 
Australian lead and zinc. However, 
none of these possibilities can over- 
come the major problem. That is 
the basic one of a world over- 
supplied. 


Producer countries may meet un- 
der the auspices of the United 
Nations, steps have already been 
taken to effect this; but, whatever 
is planned, it seems that some sacri- 
fices are inevitable. The fairly ob- 
vious move of some kind of produc- 
tion limits would meet with mixed 
feelings here. The Broken Hill com- 
panies could agree but the big pro- 
ducer at Mt. Isa possibly would not. 
This company is committed to a 
major expansion programme which 
would be upset by any reduction in 
output. The company is determined 
to proceed, for already a statement 
has been made that there would be 
no change in the expansion pro- 
gramme. 
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So there it is—we had a problen 
even before the U.S. made its sever 
import cuts and we have it stil] 
Some arrangements may be made by 
producer countries to relieve the 
situation, and we might be able to 
find some new markets. But, funds. 
mentally, there is world over-produe. 
tion and this situation with its ip. 
evitable painful adjustments wil 
have to be lived with. 


* * + 


Another metal, tin, is giving rise 
to difficulties. Because Australia js 
not a major tin producer (in fact it 
is an importer), we are not affected 
to any great extent. However, the 
tin example is worth looking at when 
considering commodity stabilisation 
plans. 
~ The efforts of the world Tin Coun- 
cil have been upset by Russian 
action. By flooding Europe with tin, 
Russia successfully forced the with- 
drawal of the buying buffer which 
functioned to hold tin prices at 
£stg730 a ton. In one day in Sep 
tember the price fell £90—it has 
since recovered a little. 


The significant point is that tin 
lends itself more to a form of inter- 
national control than most metals. 
There are only seven or eight large 
producing countries and relatively 
few tin smelters. Yet, even with this 
set-up, the Russians were able to 
upset the scheme. 

A recent issue of The Economist 
refers to this position in discussing 
the problems involved in arranging 
an international agreement on lead 
and zinc. The Economist puts 
these questions: “Is there to be one 
control and one quota for both lead 
and zinc? The two are mined 
jointly in most countries but not 
all. If there is a single control what 
will happen in Canada where zine 
is extracted jointly with copper, no 
with lead? . . . And what agail 
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about the Russians who are quite 
important producers and shippers to 
Europe of zinc though not at present 
of lead ?” 


+ * +. 


The situation with metals is im- 
portant but, in Australia, it has 
texnded to overshadow our most im- 
portant commodity—wool. Prices at 
the opening of the Sydney wool sales 
in the first week in October continued 
to show a tendency to ease. Prices 
at this point were below those of the 
season’s opening week in August 
which had shown a fall of 34 per 
cent. over a year and eight to nine 
yer cent. from the end of last season. 


This year, probably because there 
is apparent business prosperity all 
round—particularly in the appliance 
and motor trades—the ill-effects of 
the lower wool cheque have tended to 
be disregarded generally. Possibly 


itis difficult to estimate the practical 
dfects of a big dip in export income 
wen if recognising that it will have 


a important influence in the 
country’s economic health. 


However, at least one event this 

month might serve to bring home the 
wriousness of the drop in wool 
prices. That is the trading result 
tiselosed by one of our most pros- 
perous pastoral companies, Austra- 
lan Wool Brokers and Produce Co. 
ltd. Despite its name, this com- 
pany is not a wool broker, it is a 
wolgrower with five properties in 
NSW. This company disclosed a 
mall trading loss for the year to 
0 June, the figure of £2,162 con- 
tasting with a profit of £101,842 
for 1956-57. 


The directors put the position 
frankly. They reported: “Although 
wool production and income from 
stock sales and wheat were lower, 
the steep fall in wool values was 
mainly responsible for the severe de- 
dine in profits. Under the present 
‘st structure, a substantial rise in 
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wool prices is required to earn satis- 
factory profits.” 


The company now finds itself in 
a position, which appears almost ridi- 
culous, of moving out of wool into 
wheat growing and cattle raising. 
If we needed a practical example of 
the seriousness of the decline in wool 
prices, then here it is. 


+ 7 . 


Until early October the share mar- 
ket had proceeded along its merry, 
and independent way, seemingly 
without regard to the higher level 
problems of the nation’s export in- 
come. Prices had been rising al- 
most continuously for some six 
months despite the worries of its 
“too high” state expressed by many 
market observers. 


One big factor in this strength 
has been the prosperous look of 
the company annual reports reported 
daily in the newspapers. One share 
broker has estimated that, of 480 
companies reporting on the year to 
30 June, 335 have increased their 
profits and only 145 have shown 
lower figures. In many instances, 
of course, companies had increased 
capital during the year and so should 
have added to profits in the natural 
course of events. But, against this, 
1957-58 has been a year of adjust- 
ment for many industries—in a 
sense a levelling-off period. 


More significant, perhaps, was the 
survey’s finding on dividend pay- 
ments. Of the 480 companies, 336 
maintained the previous year’s rates, 
99 improved on the previous rate, 
and only 45 were at lower figures. 
The proportion of higher dividends 
is very great—about 20 per cent.— 
indicating a tangible expression of 
confidence in the coming year’s trad- 
ing for no responsible board of direc- 
tors lifts a dividend rate unless it 
expects to maintain it. 





These facts explain, in some part, 
the confidence of the individual in- 
vestor. However, the principal in- 
fluence on market strength continues 
to be that of the steady buying of 
institutional investors—the assur- 
ance and insurance companies, super- 
annuation and trust funds. Most big 
parcels of well-regarded shares seem 
to be offered to these bodies directly. 
They do not go through the market, 
consequently the market itself shows 
a distinct shortage of share scrip 
and prices remain at a firm level. 


+ > _ 


The Victorian Government’s Hire 
Purchase Bill introduced some valu- 
able protective provisions for the 
public. Some were needed, but hire- 
purchase unfortunately has become 
a handy political football and there 
were some fears that legislation 
might go too far in protecting the 
public. Whatever individual views 
on hire purchase are held, it is now 


an established part of our way of 
life. If it is curbed to any material 
extent there would be serious dis- 
location in practically every appliance 
and many light engineering indus- 
tries. 


In all, the Victorian Government 
took a balanced view of the question. 
The Bill requires a minimum deposit 
of ten per cent. of the purchase price, 
there is protection against hidden 
charges, and, most important, for 
this was something of a “racket”, 
hirers will have a free choice of in- 
surance companies. Most significant, 
however, was the decision not to set 
a limit on hiring charges. Politic- 
ally, action to cut these rates has 
been advocated more than any other 
point. 


The Attorney-General, the Hon. 
A. G. Rylah, said charges made by 
reputable Australian companies were 
lower than those made for this ser- 
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vice in any other part of the world 
There was record competition in the 
hire purchase industry and competi. 
tion would increase considerably jp 
the next few months, Mr. Rylah 
added. 


This attitude has been supported 
by actual experience in the industry, 
In hire purchase, the general situa. 
tion is that the bigger the company 
the lower the hiring charges. Lately, 
with the big companies becoming 
bigger largely, through association 
with banks, the smaller companies 
have experienced considerably stiffer 
competition as well as further Gov. 
ernment restrictions. Many have 
been drifting out of hire purchase 
into general business financing. 


One company early this month 
put the position well. Melbourne's 
Automobile Finance Company of 
Australia stated that it was doing 
less hire purchase business and was 
broadening the scope of its activi- 
ties. Funds have been diverted into 
mortgages, discounting and similar 
transactions, loans and advances and 
miscellaneous financing. This, direc- 
tors stated, gives the company a re 
turn at least equal to that obtainable 
from hire purchase without many 
of the “hazards” of hire purchase 
transactions under present condi- 
tions. 


Here is firm evidence of the severe 
competition in the hire purchase 
field. It seems that Mr. Rylah’s 
attitude might be a good one, let 
competition determine the rates and 
use legislation to prevent malprac- 
tices creeping in. Yet, one thought 
may be raised. The situation in re 
gard to hire purchase charges sug- 
gests that it will be difficult for new 
enterprises to break into the field, 
size being the big determinant. Be 
cause of this it is to be hoped that 
the recently instituted hire purchase 
conferences do not tend to stifle 
competition. 
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TAXATION 


NOTES ON SELECTED TAX CASES 


AMENDMENT OF PARTNER’S 
ASSESSMENT: 


Different conclusions were 
reached by the Board of Review 
when considering whether the 
amendment of the assessment of 
a member of a partnership by 
the inclusion of the Tax Depart- 
ment’s calculation of his share of 
partnership income, was pre- 
cluded by S.170 of the Income 
Tax Assessment Act. 


The case heard by Board No. 1 
(7 C.T.B.R. (N.S.) Case 22) was 
concerned with the question of 
whether amounts received by a 
partnership, in consideration for re- 
strictive covenants given by the 
members on the sale of the partner- 
ship business, were assessable as 
lease “premiums”. Having regard to 
all the circumstances, it was held 
that the amounts so paid were cor- 
rectly assessed. 


For the purpose of this note, the 
factors leading to this decision of 
the Board are not traversed. Apart 
from this, however, the case provided 
an unusual feature; the Com- 
missioner’s right to amend the assess- 
ments of the members of the partner- 
ship, to include their individual share 
of the lease premiums, was chal- 
lenged. 


The partnership return had pro- 
vided all the information regarding 
the sale of the business, including 
copies of the agreements, the various 
amounts received from the pur- 
chaser, and an assertion that, apart 
from depreciation recouped, no part 
of the surplus on the sale was assess- 
able income to the partners. The net 
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income calculated in the partnership 
return was then apportioned between 
the partners, and the taxpayer’s per- 
sonal return included his share so 
calculated, together with a note to 
the effect that a separate partnership 
return had been lodged. 


The taxpayer was assessed on the 
income shown in the return in April 
1950; the Tax Department assessor 
raised the assessment without refer- 
ence to the partnership return, being 
authorised to do so by his superiors. 


Subsequent to the issue of tax- 
payer’s assessments, letters were 
exchanged between the Department 
and the partnership, as a result of 
which the net income of the partner- 
ship was calculated. That net income 
included the lease “premium” which 
was in dispute in this case. 


In January 1952, an amended 
assessment was issued to the tax- 
payer, including his share of the con- 
sideration for the restrictive per- 
sonal covenants, and also amounts 
paid by the purchaser for trade 
quotas. On objection to this assess- 
ment, the taxpayer’s share of the 
consideration for the trade quotas 
was excluded from his assessable 
income, but the restrictive covenant 
amounts remained. 


At the Board hearing, the tax- 
payer contended that as he had made 
a full and true disclosure of all the 
material facts necessary for his 
assessment, Section 170(3) of the 
Income Tax Assessment Act operated 
to prohibit the issue of an amended 
assessment, as the amendment was 
not made to correct an error in cal- 
culation or a mistake of fact. 





The Board of Review, by majority, 
held that the amendment of tax- 
payer’s assessment was made to cor- 
rect a mistake of fact. It was con- 
sidered that, as the original assess- 
ment was issued before the net in- 
come of the partnership was calcu- 
lated, the determination of the part- 
nership net income disclosed an 
error in the original assessment. The 
acceptance of the figure shown in 
taxpayer’s return, representing his 
share of partnership income, consti- 
tuted a mistake of fact; and it was 
held therefore that the Commissioner 
was not prohibited by S.170 (3) 
from amending taxpayer’s assess- 
ment. 


In 7 C.T.B.R. (N.S.) Case 68, how- 
ever, the Board of Review (No. 3) 
came to an opposite conclusion. In 
this instance the partnership con- 
cerned had claimed a deduction for 
a lease “premium” paid, and the 
taxpayer’s return included his calcu- 
lation of a share of partnership 
income on that basis. 


The sequence of events, as des- 
cribed in the Board case, was as 
follows: 

November 1948: Partnership return for 

year ended 30 June 1948 lodged 

5 April 1949: Questionnaire issued to the 
partnership. 

29 April 1949: Answers to questionnaire 
signed. 

4 May 1949: Answers to questionnaire 
and letter received by Tax Department. 

10 May 1949: Taxpayer assessed without 
reference to partnership return. 

6 June 1949: Notice of assessment issued 
to taxpayer. 

10 November 1949: Partnership return 
assessed. 

28 May 1951: Taxpayer’s assessment 
amended to reflect the disallowance of 
the deduction for the “premium” 
claimed in the partnership return. 


The Board was of the opinion that 
if an individual partner’s return is 
assessed without confirmation of his 
interest in the net income of partner- 
ship, the Commissioner takes a calcu- 
lated risk as to whether he can later 
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amend the assessment, and that risk 
should not be regarded as a mistake 
of fact. It was considered that there 
was possibly an error of judgment 
on the part of the Commissioner in 
not going beyond the individual 
partner’s return. 


In this case, remarks made by the 
late Mr. R. A. Cotes in 5 C.T.B.R. 
(N.S.) Case 105 were quoted: 


“Tt seems to me, therefore, that to 
give proper effect to the require- 
ments of S. 170 (3)—particularly 
having regard to the opening words 
of the sub-section—a ‘mistake of 
fact’ should not be held to have 
occurred unless it be shown that a 
misunderstanding of a set of facts, 
or an inadvertent misstatement of 
fact, had arisen after reference to 
the information which has been made 
available in respect of those facts. 
This reference might be made 
directly by the officer concerned or 
indirectly, by his having access to 
and applying conclusions of fact 
drawn by another officer after refer- 
ence to the information.” 


The Commissioner has _ lodged 
notice of appeal to the High Court 
~ es the Board’s decision in Case 
68. 


LIVING AWAY FROM HOME: 


A cash living-away-from-home 
allowance paid to a junior bank 
clerk was allowed as a deduction 
in accordance with Section 51A 
~ the Income Tax Assessment 

ct. 


A junior officer of a Queensland 
branch of a banking company was 
employed at a bank 25 miles from his 
home town. During the week he lived 
in quarters attached to the bank; at 
week-ends and holidays and on at 
least one night a week, he returned 
to his home town, where he lived at 
his mother’s home, and assisted her 
in a grocery store. 
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Under the terms of the Queens- 
land Bank Officers’ Award he was 
paid a living-away-from-home allow- 
ance of £92 and £13 for quarters. 


The question to be decided by the 
Board of Review, in 7 C.T.B.R. 
(N.S.) Case 31, was whether the 
amounts received should be allowed 
as a deduction under Section 51A, as 
a living-away-from-home allowance 
according to the definition provided 
by that Section, that is, an amount 
compensating an employee for addi- 
tional expenses incurred by him 
“through having to live away from 
his usual place of abode in order to 
perform his duties as an employee”. 


What is the “usual place of abode” 
of a junior, unmarried, bank officer? 
The Chairman of the Board was of 
the opinion that his usual place of 
abode was the place where he was 
employed, where he spent the greater 
part of his time. 


By majority, however, the Board 
held that, in the somewhat unusual 
circumstances, the taxpayer’s usual 
place of abode was his mother’s 
home. There the taxpayer had a 
room available at all times, and in 
his home town he still conducted his 
social and church activities. It was 
his custom to resort thereto on every 
practicable occasion. 


Consequently, the amount of £92 
was allowed as a deduction under 
Section 51A (2) (a) (i). The 
amount of £13 for quarters was not 
allowed as it did not exceed £1 per 
oe as required by Section 51A (2) 
¢). 


OPTION TO EXTEND LEASE: 


An amount paid for an option 
to extend a lease, followed by 
the sale of the property, was 
held by the Board of Review to 
be an allowable deduction for in- 
come tax purposes. 


The taxpayer was a dairy farmer, 
conducting his business on leased 
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property. Before the lease expired, 
he purchased a freehold property, 
and, wanting to sell his existing busi- 
ness as a going concern, he arranged 
with his landlady to grant him an 
option for a further five years’ lease, 
at an increased rental. For this 
option he paid to his landlady £200; 
this amount was calculated to bring 
the rental for the last two years of 
the existing lease up to the increased 
figure which she required during the 
five years’ extension. 


The business was then sold, and, 
according to the auctioneer, brought 
£1,500 more as a going concern than 
it would have brought if it had been 
sold at public auction. 


The contract of sale was subject 
to, and conditional upon, the taxpayer 
obtaining the landlady’s consent to 
the transfer of the existing lease 
(with two years to run) and the 
option for a further five years. The 
landlady gave written consent to the 


‘transfer of the lease, and granted a 


lease for five years to the purchaser. 


The Chairman of the Board stated 
that there appeared to be four pos- 
sible descriptions of the nature of the 
payment of £200, viz.: 


(i) paid for an option of a further 
lease. 


(ii) paid for the consent of the land- 
lady for the assignment of the 
existing lease. 


(iii) paid so that a higher price for 
stock and plant could be obtained 
on the sale of the property or 


(iv) paid as rent. 


He was of the opinion that the 
expenditure of £200 had the effect of 
increasing the taxpayer’s assessable 
income (the price obtained for the 
sale of the cattle and the depreciation 
recouped on the sale of the plant), 
that it was not of a capital nature, 
and should therefore be allowed under 
Section 51. 





One member of the Board took the 
view that as the sale price received 
was greater than it otherwise would 
have been if the right to an extension 
of the term of the lease had not been 
involved, the additional amount so 
received fell to be assessed under 
Section 26 (a), and therefore the net 
profit arising from the sale should be 
ascertained after deducting the pay- 
ment of £200. 


The other Board member con- 
sidered that the amount of £200 paid 
by the taxpayer was substantially in 
consideration for the  landlady’s 


assent to the assignment of the exist. 
ing lease held by him. Such assent 
to the assignment was vital to the 
success of the whole transaction, as 
far as the taxpayer was concerned, 
and the amount paid should therefore 
be allowed as a deduction under 
Section 85 (1) (c). 


The Commissioner’s disallowance 
of the amount in dispute was there 
fore reversed, the Board providing 
an interesting variety of reasons for 
its decision. (7 C.T.B.R. (N.S.) Case 
59). 





Tax Losses of a Private 


Provided the requirements of 
Section 80 of the Income Tax 
Assessment Act are met, losses 
incurred may be carried forward 
as a deduction against income de- 
rived during the following seven 
years. 


Where, however, the taxpayer is a 
private company, prior years’ losses 
will not be allowed unless the com- 
pany establishes to the satisfaction 
of the Commissioner that shares car- 
rying at least 25% of the voting 
power on (i) the last day of the year 
of income, and (ii) the last day of 
the year of loss, are beneficially held 
by the same persons (S. 80 (5)). 


To be “beneficially held” by a per- 
son, his name must be on the register 
of members, and he must hold the 
shares for his own exclusive benefit. 


Care must be taken to prevent dis- 
allowance of a past year’s loss hap- 
pening inadvertently. For example, 
it is possible that on 30 June im- 
mediately following the date of in- 
corporation of a private company, all 
the shares of the company may be 
held by nominees of the real owners 
of the share capital to whom the 
shares are transferred by the end of 
the following year. If, therefore, 
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Company 


during that first year, the company 
has incurred a loss, and in the next 
year it produces a profit, the carry 
forward of the loss would be de- 
barred by Section 80 (5), because 
25% of the shares are not “bene- 
ficially held” by the same persons on 
the last day of each of the years 
concerned. 


This situation could have most un- 
fortunate results. The past year’s 
loss (which cannot be carried for- 
ward for tax because of S. 80 (5)) 
would normally be carried forward in 
the company’s appropriation ac- 
count, thus reducing the amount of 
profits earned in the later year which 
may be declared as a dividend. But 
due to the disallowance of the loss 
for tax purposes, the whole of the 
later year’s taxable profit would be 
the basis of the calculation of the 
“sufficient distribution” for Undis- 
tributed Profits Tax purposes. Un- 
distributed Profits Tax at 10/- in 
the £ could therefore be charged on 
an “undistributed amount” which 
the company was literally incapable 
of distributing, because in the com- 
pany’s accounts those profits no 
longer existed, having absorbed the 
past year’s loss. 
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INCOME TAX ON DIVIDENDS 


THE DOUBLE TAX 
AGREEMENTS 


USTRALIA has entered into 

agreements for the avoidance of 
double taxation with three countries 
—the United Kingdom, the United 
States of America, and Canada. 


In the first place, there are cer- 
_ tain essential differences in the 

methods of taxing dividends in the 
countries concerned. Briefly, they 
are as follows: 


Australia. Dividends subject to 
tax are included in the taxable in- 
come of the recipient and in the 
case of resident companies, a Sec- 
tion 46 rebate is allowed. 


United Kingdom. The dividend- 
paying company is charged tax at 
the “standard rate” on its profits. 
The dividend to be declared is then 
“grossed-up” by the amount of tax 
so charged to the company, the 
shareholder actually receiving the 
net dividend. For example (assum- 
ing the United Kingdom company’s 
profits arise wholly from U.K. 
sources) : 


Dividend declared by U.K. com- 
Less tax at standard rate (8/6 


£1000 


Net dividend received £575 
The shareholder includes the gross 
dividend in his United Kingdom tax- 
able income, and if the rate of tax 
to be charged on his total U.K. 
Income is less than 8/6 in the &, a 
repayment of U.K. tax is made to 
im. 


If the U.K. company’s profits are 
derived only partly from _ sources 
outside the U.K., and double taxa- 
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*® DARTS 1 and 2 of this article, 

which appeared in the August 
and September issues of The 
Australian Accountant sum- 
marised the general provisions 
of the Income Tax Assessment 
Act relating to the assessment 
of dividend income. This final 
part discusses the _ essential 
features of Double Tax Agree- 
ments, as far as they affect the 
taxation of dividends. 


For the purposes of this ar- 
ticle, in view of the limitations 
of space, it is possible only to 
draw attention to the essential 
features of the operation of the 
Double Tax Agreements. Refer- 
ence has, of course, to be made 
to more detailed sources of in- 
formation when the refinements 
in the operation of the agree- 
ments need to be considered. 


* * 


tion relief has been granted by the 
U.K. Revenue Authorities in respect 
of the company’s profits, the repay- 
ment to be made is calculated not in 
relation to the “standard rate”, but 
to the “net U.K. rate”, i.e., the effec- 
tive U.K. rate of tax charged on the 
company’s profits. 


United States of America. Divi- 
dends are included in the share- 
holder’s income subject to tax, and 
non-resident individuals in the 
United States are not entitled to any 
credits or exclusions in relation to 
dividends that are permitted to resi- 
dent shareholders. Companies are 
allowed a deduction of 85% of all 
dividends received, in determining 
their income subject to U.S. tax. 
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The U.S. tax on dividends paid to 
non-resident individuals is withheld 
at the rate of 30% from the divi- 
dends when payment of the 
dividends is made. 


Canada. Dividends are included in 
income subject to tax. Residents of 
Canada are allowed a tax credit of 
20% of the dividends received on 
shares in taxable Canadian corpora- 
tions. This credit is not to exceed 
the tax payable on the dividends. 


Dividends’ received by  non- 
resident shareholders are taxed at 
the source by the deduction of 15% 
of the amount of the dividend be- 
fore it is paid or credited to the 
shareholder. 


Ex-Australian Dividends Received 
by Australian Residents 


Dividends from United Kingdom 
Companies 


As mentioned in earlier parts of 
this article, the Income Tax Assess- 
ment Act provides that, subject to 
certain specified exemptions, the 
assessable income of a shareholder 
who is a resident of Australia shall 
include dividends paid to him by the 
company out of profits derived by 
the company from any source, 
whether in or out of Australia. It 
was also stated that Section 23 (q) 
of the Act does not operate to 
exempt dividends received by Aus- 
tralian residents that have been 
subject to tax in another country. 


Article XII of the Australia- 
United Kingdom Double Tax Agree- 
ment provides that the United King- 
dom income tax (reduced by the 
amount of any relief or repayment 
attributable to that income to which 
the Australian resident is entitled, 
in calculating the U.K. tax appropri- 
ate to the dividends payable to him) 
will be allowed as a credit against 
the Australian tax payable in re- 
spect of the dividends. However, an 
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important proviso is that the credit 
of United Kingdom tax is to be al- 
lowed only if the recipient of the 
dividend (the Australian resident) 
elects to have this reduced amount 
of U.K. tax included in his Aus- 
tralian assessable income, i.e., to 
have the dividends “grossed-up” for 
the purposes of Australian tax. 


The effect of “grossing-up” the 
U.K. dividend in the Australian 
shareholder’s assessment is to add 
to the dividend actually received 
the U.K. tax paid on the profits out 
of which the dividend was paid. It 
is necessary, therefore, when the 
election to “gross-up” is made, for 
the shareholder to supply to the 
Australian Tax Department all the 
necessary details regarding the U.K. 
tax borne by him, and of the reliefs 
and repayments to which he was en- 
titled, in arriving at the amount of 
U.K. tax so payable. 


Section 12(3) of the Income Tax 
(International Agreements) Act pro- 
vides that repayments of U.K. tax 
appropriate to the dividend shall be 
included in the shareholder’s assess- 
able income of the year in which the 
dividend was paid to him. The re- 
payment received by him represents, 
in effect, part of the dividend which 
has been withheld from him by the 
company when the dividend was. 
paid to him “net of U.K. tax”. Ac- 
tually, of course, the repayment is 
made by the U.K. Inland Revenue 
Authorities, and consists of part of 
the U.K. tax paid by the company 
on the profits out of which the divi- 
dend was paid. 


Taking a simple case, therefore, 
the effect of the above is as follows 


(ignoring differences in exchange 
rates). Let us assume that: 


(i) an Australian shareholder’s 
only income is a gross dividend 
of £2000 from a United King- 
dom company. 
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(ii) the profits out of which the 
dividend was paid were derived 
wholly from U.K. sources. 

(iii) the company retained U.K. tax 
at 8/6 in £ from the dividend 
= £850. 

(iv) the U.K. Revenue Authorities 
calculated U.K. tax on his “total 
income” (which was the £2000 
dividend) and determined that 
he was entitled to a repayment 
of tax at 2/6 in the £ = £250. 

If the shareholder does not elect 
to “gross-up”, the net dividend of 
$1150 will be included in his Aus- 
tralian assessable income. However, 
if he has received a repayment of 
‘U.K. Tax from the U.K. Inland 

Revenue Authorities, the amount of 

the repayment will be included in 

his Australian assessable income in 
the year in which it is received; this 
is provided by Section 26A of the 

Income Tax Assessment Act. 

If the shareholder elects’. in 
accordance with Section 12 of the 

Income Tax (International Agree- 


ments) Act the dividend will be 
“grossed-up” by 6/- (i.e., standard 
rate 8/6 less repayments 2/6) for 


each £ of the gross. dividend 
(£2000), i.e., £600, and a credit will 
be allowed, against the Australian 
tax charged on the grossed-up divi- 
dend, of this amount of £600, or the 
Australian tax, whichever is the 
less. The calculation is then as 
follows: 

Net dividend of £1150 
grossed-up by the 
inclusion of 8/6 in 
the £ (U.K. tax de- 
ducted from the divi- 
_| Eee ST , 
less repayment 2/6 in 
Light oa or 


£2000 
250 


1750 
Repayment of U.K. tax attrib- 
utable to the dividend 250 


Australian taxable income £2000 
Tax £376 

Less credit of the lesser of Aus- 
tralian tax £376 or U.K. tax 
£600 (£850 less repayment 
Sag AIT lai gg a tae 876 
Australian Tax payable NIL 


The Australian Accountant, October, 1958. 


In practice, complications arise 

when, for example: 

(i) The United Kingdom company 
does not derive all its profits 
from U.K. sources, and where 
a double tax credit has been 
granted to the company in de- 
termining its liability to U.K. 
tax. 

(ii) The U.K. company declares a 
dividend free of U.K. tax. 


(iii) The Australian shareholder 
has other sources of income, 
The calculation of the repay- 
ment of U.K. tax on the divi- 
dends has then to be calculated 
in relation to the whole of the 
shareholder’s income (combined 
with that of his wife, if any), 
and the Australian tax charged 
on the U.K. dividend has to be 
calculated in accordance with 
the formula laid down in the 
Income Tax (International 
Agreements) Act. 


For the purposes of this article, 
however, the basic principles of tax- 
ing, and allowing a double tax credit 
on, income from U.K. dividends re- 
ceived by Australian residents are 
as described above. 


Article XII of the U.K.-Australian 
Double Tax Agreement is not of 
practical benefit in relation to U.K. 
dividends received by Australian 
resident companies, for, due to the 
operation of the Section 46 rebate, 
the dividends are effectively relieved 
from paying tax in Australia. The 
dividend paid by the U.K. company 
is subject to deduction of tax at the 
standard rate, and the net dividend 
is included in the Australian com- 
pany shareholder’s assessable in- 
come, subject to the Section 46 
rebate. ; 


Dividends from United States 
Companies 
A resident of Australia who re- 
ceives dividends from a United 
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States company would normally be 
subject to Australian tax on the divi- 
dends, and without the operation of 
an agreement to avoid double taxa- 
tion, that dividend would also be 
subject to a withholding tax of 
30% in the United States. 


Article VII(2) of the Australia- 
United States of America Double 
Tax Agreement provides that the 
United States tax on dividends de- 
rived from sources within the U.S. 
by an Australian resident who 


(a) is liable to Australian tax on 
the dividend and 


(b) is not engaged in trade or busi- 
ness in the U.S. through a per- 
manent establishment in that 
country 

shall not exceed 15% of the dividend. 


Article XV(2) of the Agreement 
then provides for the allowance in 
the Australian income tax assess- 
ment of a credit in respect of U.S. 
tax paid on dividends derived by an 


Australian resident from sources in 
the United States. 


The effect of the above two provi- 
sions therefore is— 


(i) if the requirements of Article 
VII(2) have been satisfied, the 
U.S. tax charged on the divi- 
dend will not have exceeded 
15% 
otherwise, the full U.S. with- 
holding tax of 30% will have 
been imposed, and the credit to 
be allowed in the Australian 
assessment will be the amount 
of U.S. tax so charged, or the 
amount of Australian tax on 
et dividend, whichever is the 
ess. 


Dividends from Canadian 
Companies 


The provisions of the Australia- 
Canada Double Tax Agreement 
(which first applied to the year of 
income ended 30 June 1958) are 
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similar to the United States agree 
ment, on this subject. 


Article VII(2) of the agreement 
with Canada provides that the 
Canadian tax to be imposed on a 
dividend from sources’. within 
Canada by an Australian resident 
who 
(i) is liable to Australian tax on 

the dividend, and 


(ii) is not engaged in trade or 
business in Canada through a 
permanent ‘establishment in 
that country shall not exceed 
15% of the dividend. 


It is then provided, by Article 
XIII(2) that a credit will be al- 
lowed, against Australian tax on the 
dividend, of the Canadian tax s0 
charged. Thus, the Australian 
resident who receives a dividend 
from Canadian sources will obtain a 
tax credit in his Australian assess- 
ment of the amount of Australian 
tax on the dividend, or the amount 
of Canadian tax imposed, whichever 
is the less. 


Dividends from Australia Paid to 
Ex-Australian Residents 


Dividends to United Kingdom 

Residents 

In the absence of a double tax 
agreement, the Income Tax Assess- 
ment Act operates to impose tax on 
dividends derived by non-residents 
of Australia to the extent that those 
dividends are paid out of profits de 
rived from sources in Australia. In 
addition, tax would be charged in 
the United Kingdom on a cash divi- 
dend paid by an Australian resident 
company to its holding company, or 
individual shareholders, in the U.K. 
(bonus shares and distributions by 
a liquidator are not subject to 
United Kingdom income tax). 


This double taxing of dividends 
received by United Kingdom share- 
holders from Australian resident 
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companies is avoided by Article VI 
of the Australia-United Kingdom 
Double Tax Agreement. 


Article VI(2) states that a divi- 
dend paid by a wholly owned Aus- 
tralian subsidiary to its United 
Kingdom parent company will be 
exempt from Australian income tax 
in the hands of the parent company. 
In order to qualify for this exemp- 
tion, certain conditions are 
specified : 


(i) the recipient company must be 
a United Kingdom resident 


(ii) the recipient company must be 
subject to U.K. tax on the divi- 
dend. 


The exemption from Australian 

tax is denied if 

(a) the directors’ qualifying shares 
in the Australian subsidiary 
company represent more than 
5% of the paid-up capital of 
that company or 


the Australian subsidiary is 
mainly an investment company, 
that is, if more than half of its 
income usually consists of in- 
terest, dividends and_ rents 
(other than interest dividends 
and rents from another com- 
pany whose taxable income is 
derived from industrial or com- 
mercial activities). 


Article VI(3) of the Agreement 
then provides that dividends paid 
by an Australian resident company 
toa United Kingdom resident share- 
holder (other than dividends paid by 
an Australian subsidiary to a U.K. 
parent company which qualify for 
the exemption described above) will 
be taxed in Australia in the hands 
of the recipient U.K. shareholder at 
one-half of normal Australian tax 
rates, provided 
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(i) the U.K. shareholder is subject 
to tax in the U.K. on the divi- 
dend from Australia and 


(ii) the U.K. shareholder is not 
engaged in trade or business 
through a permanent establish- 
ment in Australia. 


The appropriate double tax credit 
is provided by Article XII (1) of the 
Agreement, which states that Aus- 
tralian tax payable in respect of 
income derived from sources in Aus- 
tralia shall be allowed as a credit 
against any United Kingdom tax 
payable on that income. In the case 
of a dividend from an Australian 
resident company to a United King- 
dom shareholder, the Australian in- 
come tax which is to be allowed as a 
credit against the U.K. tax charged 
on the dividend is 


(a) the Australian tax directly 
charged to the U.K. shareholder 
(usually at half Australian 
rates, if the Australian com- 
pany is not a wholly owned 
subsidiary of the U.K. com- 
pany). 
the Australian tax borne by the 
company paying the dividend 
on the profits out of which the 
dividend was paid. 


In practice, there is little difficulty 
in determining the direct liability to 


Australian tax which is to be 
charged to a U.K. shareholder re- 
ceiving a dividend from an Aus- 
tralian company. If the Australian 
company is a wholly owned sub- 
sidiary, the U.K. holding company in 
the normal case would be exempt 
from Australian tax. If the Aus- 
tralian company is paying a divi- 
dend to any other shareholder, 
whether U.K. company or U.K. 
shareholder, an Australian tax as- 
sessment would in the normal case 
be issued, at half Australian tax 
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rates. Complications then arise at 
the U.K. end, because in arriving at 
the tax credit to be allowed to the 
shareholder in his U.K, income tax 
computation, evidence has to be 
supplied by the U.K. shareholder of 
the Australian tax paid directly by 
him, and then the U.K. Revenue 
Authorities have to obtain from 
Australia details of taxable income 
and Australian tax charged on the 
dividend-paying company, so that 


the Australian tax charged on the 
profits out of which the dividend was 
paid can also be determined. 


Dividends to United States 
Residents 


Article VII(1) of the Australia- 
United States Double Tax Agree- 
ment provides for a limitation on the 
amount of Australian tax to be 
charged on dividends paid by Aus- 
tralian companies to United States 
residents, which is complementary to 
the limitation of U.S. tax on divi- 
dends flowing to Australia. 


Specifically, the Article states that 
the amount of Australian tax on 
dividends paid by a company which 
is a resident of Australia to a 
United States resident who 


(i) is liable for United States tax 
on the dividend, and 


(ii) is not engaged in trade or busi- 
ness in Australia through a 
permanent’ establishment in 
Australia 

shall not exceed 15% of the dividend. 


The Australian tax charged on the 
dividend is allowed as a credit 
against United States tax by the 
operation of Article XV(1) of the 
Agreement. The credit to be allowed 
is 


(a) the Australian tax on the divi- 
dend or 


(b) the proportion of United States 
tax attributable to the dividend, 
whichever is the less. 


Where at least 10% of the shares 
(with voting rights) in an Aus 
tralian company are owned by a 
United States company, and a divi- 
dend is paid by the Australian to 
the U.S. company, the credit allowed 
against the U.S. tax on the dividend 
takes into account not only the Aus. 
tralian tax directly imposed (at a 
rate not exceeding 15%) but also the 
Australian tax paid by the Aus 
tralian company on the profits out of 
which the dividend was paid. 


Dividends to Canadian Residents 


Article VII(1) of the Australia- 
Canada Double Tax Agreement pro 
vides that the amount of Australian 
tax on a dividend paid by an Aus- 
tralian resident company to a 
Canadian resident who 


(i) is liable for Canadian tax on the 
dividend and 

(ii) is not engaged in trade or busi- 
ness in Australia through 4 
permanent’ establishment in 
Australia 


shall not exceed 15% of the dividend. 


The double taxing of the dividend 
is then avoided by the operation of 
Article XIII(1) of the Agreement 
which states that Australian tax 
paid in respect of income from 
sources within Australia shall be al- 
lowed as a credit against Canadian 
tax payable in respect of that in 
come. The amount of the credit to 
be allowed in Canada will b 
governed by the provisions of the 
Canadian tax law relating to the 
deduction from tax payable m 
Canada of the tax paid on the same 
income in a country other thal 
Canada. 
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TAXATION —AND 


BUSINESS PLANNING* 


N this paper, the author discusses 

taxation in regard to various 
types of businesses. Most businesses 
have small beginnings, and this sur- 
vey starts with the ambitious em- 
ployee who leaves a good safe job to 
establish his own business. 


Employee 


He is a young married man with 
little capital, receiving’ a salary 
which leaves a taxable income of 
£1,200 on which he pays tax at £150 
by weekly instalments. 


He has no taxation worries, his 
employer looks after that for him; 
all he has to do is to lodge an an- 
nual return and obtain a refund of 


tax—as he pays substantial life in- 
surance premiums. However, the life 
of contentment is not for him, so he 
hands in his resignation and ven- 
tures into business. 


Single Trader 


After the first few months of 
struggle and worry to get his busi- 
ness moving, he finds he has used up 
practically all his savings, but profits 
are showing up and he finishes the 
| first year with a taxable income of 
£1,200. He is not worried about the 
tax of £150 on this income. Did he 
not pay that much on his salary; 
and in any case, the assessment will 
not come along until about the fol- 
lowing January, and the tax will not 
be payable until after 31 March. By 
that time he will have made profits 
for another nine months and income 
tax will be his least worry. 





*A lecture delivered to members of the 
Queensland Division of the Australian Society 
of Accountants on 12 June, 1958. 
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However, when the assessment 
arrives he realises he had over- 
looked provisional tax, and instead 
of the tax being £150 it is just twice 
that amount, and not having paid 
provisional tax when an employee 
there is no credit to set off against 
the £300. This is really the first time 
he gives some thought to the ques- 
tion of income tax, but he is not 
unduly worried as business is grow- 
ing and profits improving. He has, 
however, been spending more on his 
home and living expenses, and it is 
a bit of a wrench to part with £300, 
but he does it by leaving some of his 
creditors off the list when paying the 
monthly accounts, or in other words, 
he experiences a shortage of liquid 
capital, 


After a couple of years, his net 
income as shown by his income tax 
return is £3,000, on which the tax is 
£753, with a similar amount for pro- 
visional tax less a provisional tax 
credit of approximately £550 from 
the previous year. His balance sheet 
shows a neat array of assets headed 
by stock on hand and sundry debtors, 
which, however, are very much off- 
set by sundry creditors and bank 
overdraft. He cannot meet his tax 
assessment on the due date and ar- 
ranges with the Income Tax Depart- 
ment to make payment by instal- 
ments. 


He now does some __ serious 
thinking as to how he can ease the 
taxation burden. He has received 
plenty of advice from his business 
associates about entering into a 
partnership with his wife, and vari- 
ous other ideas, but he cannot see 
how he can expand his business 
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without introducing additional 


capital. 


Partnership 


Having reached the stage where 
he cannot improve his business 
without additional capital, his next 
move is to sell a one-half interest in 
the business to a trusted employee 
who is possessed of some capital. 
Each can now pay in extra capital 
and the business takes on new life. 
However, the original owner finds 
that he has now to provide for his 
living expenses from a reduced in- 
come, as it takes a couple of years 
for the business to improve suffici- 
ently to return him an income ap- 
proaching that earned by him as a 
sole trader. To maintain his living 
standards he resorts to the surplus 
capital from the sale of the half 
share of the business. As the busi- 
ness expands, the taxation problem 
is intensified, as there are now two 
proprietors struggling to meet in- 
creasing taxation from a_ business 
which is once again short of working 
capital. 


Private Company 


The partners now decide to seek 
specialist advice on the possibility 
of introducing their wives into the 
partnership as from the previous 1 
July, thus reducing their taxation 
liabilities immediately. They were 
informed that when forming or 
varying a partnership it cannot be 
done retrospectively, and the specia- 
list’s recommendation was to form a 
private company to take over the 
business. This move immediately re- 
lieves the taxation problems in the 
following manner. 


The company is incorporated and 
takes over the business as from 1 
July next, which is the convenient 
date usually adopted. The incomes 
of the partners for the year to 30 
June preceding were £4,000 each, on 
which, in due course, each would 
receive assessments, including pro- 
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visional tax of £1,196. From 1 July, 
the proprietors, who are now share. 
holders and working directors of the 
company, draw salaries from which 
income tax is deducted as for other 
employees of the company. Each has 
no other income, and when the as- 
sessments for the previous year are 
received, applications are lodged for 
a variation of the provisional taxes 
which are reduced to nil. Thus the 
immediate saving is two amounts of 
provisional tax of £1,196, or £2,392, 
which is a_ considerable help, 
Furthermore the company is not 
called upon to pay any tax until 
approximately six months or more 
after the close of its first year of 
income. The company thus oper- 
ates for about eighteen months be- 
fore any income tax is payable and 
then does not pay provisional tax. 
Up to this stage the saving is con- 
siderable, more: particularly if the 
company’s taxable income does not 
exceed £5,000 on which tax at 4/6 in 
the £ is paid. If the directors’ 
salaries were each £2,500 they too 
would pay approximately 4/6 in the 
£, making in all £10,000 @ 4/6, ora 
total tax of £2,250, compared with 
tax of approximately £1,700 that 
each would have paid on £5,000, or 
a total of £3,400, had the partner- 
ship continued. 


Before the end of April, in its 
second year, and in each subsequent 
year, the company must distribute 
a certain amount of its income of the 
previous year, after tax, to avoid 
payment of additional tax of 10/- in 
the £ on undistributed income. The 
formula for calculating the retention 
allowance is well known and does not 
require comment here. 


If the company’s taxable income 
was £5,000 the tax would be £1,125, 
leaving £3,875 of which the company 
could retain £1,512. This gives an 
amount of £2,363 which the com- 
pany must distribute to shareholders 
prior to 30 April. The amount by 
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which the dividend falls short of this 
sum will be liable for tax at 10/- in 
the £ in the hands of the company. 


The amount of income tax payable 
by the shareholders is now vitally 
affected by the number of share- 
holders and the class of shares into 
which the share capital has been 
divided, as the Articles of Associa- 
tion will determine who is to receive 
the dividends. 


It is now necessary to retrace our 
steps to the time when advice was 
given to form the private company 
to acquire the business. The com- 
plete plan was to form three private 
companies, one to acquire the busi- 
ness and the other two to be family 
investment companies acquiring all 
the shares equally in the operating 
company. I will enlarge on the func- 
tions of the family companies later. 


The operating company now de- 
clares a dividend of a sum necessary 
to avoid payment of additional tax 
on undistributed income and the 


amount is paid or credited equally 
to the two family companies which 


hold all the shares. It should be 
noted that in Section 6 of the In- 
come Tax and Social Services Con- 
tribution Assessment Act the defini- 
tion of “paid” in_ relation to 
dividends includes credited or dis- 
tributed. There is thus no need for 
the operating company to pay the 
dividend in cash. An account would 
be opened in the operating com- 
pany’s ledger for each family 
company to which the dividend 
would be credited, thereby permit- 
ting the operating company the use 
of the funds until required by the 
family companies. 


At the close of the year, in addi- 
tion to the income tax returns lodged 
by the two directors who received 
salaries only, and the operating com- 
pany, returns would be lodged by 
tach family company showing the 
dividend .received from the operat- 
ing company. 
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The procedure of assessing the 
operating company will be similar to 
the previous year, and I will now 
move on to the family companies. 
Each will be assessed on the dividend 
received from the operating com- 
pany, but by virtue of Section 46 of 
the Act, the company being a resi- 
dent will receive a rebate of tax and 
will not pay any tax. If the family 
company received additional income 
from sources other than dividends, 
some tax would be payable. No tax 
has yet been paid on the dividends 
distributed by the operating com- 
pany and a year’s grace has been 
obtained. 


By 30 April, following the end of 
the first year of income, the family 
companies must declare dividends to 
avoid payment of additional tax of 
10/- in the £ on the undistributed 
income. As no income tax has been 
paid on the dividend received from 
the operating company and as there 
is no retention allowance applicable 
to dividends received from another 
private company, each family com- 
vany must declare a dividend equal 
to the amount received from the 
operating company. 


Family Investment Company 


This now brings us to the constitu- 
tion of the family companies and the 
manner in which the shares in the 
companies have been allotted. As 
the two companies are identical, I 
will deal with one only. 


The shares are divided into three 
classes: 


(a) One per cent. first non-cumula- 
tive preference shares held by 
the husband. 


(b) One per cent. 
cumulative preference 
held by the wife. 


(c) Ordinary shares held by the 
children. 


second non- 
shares 
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The Articles of Association pro- 
vide that the preference shares 
carry an entitlement to such further 
dividend as the company might de- 
clare at a general meeting on the 
recommendation of the directors. As 
the family company was formed 
with the thought of minimising 
death duties as well as income tax, 
the Articles of Association provide 
that the right to additional divi- 
dends to holders of the preference 
shares are expressly limited to the 
lifetime of the original shareholder, 
less one day. This has a bearing on 
the value of the shares for death 
duty purposes in view of the decision 
of the High Court in Sir MacPher- 
son Robertson’s case. 


The Articles appoint the husband 
as permanent governing director 
having all the powers of a board of 
directors with the power to appoint 
or remove any other director and 
also provide that the husband has 
76% of the voting power at any 
meeting of shareholders, and the 
other shareholders have 24% in pro- 
portion to the shares held by them. 


The Articles also provide that, on 
the death of the husband, the office 
of permanent governing director 
passes to the wife, and the voting 
rights to his shares cease and are 
vested in the wife. This is done to 
overcome the decision of the Full 
Court of New South Wales in the 
Pearce case, which dealt with the 
method of valuing shares on the 
death of a shareholder who held 
shares carrying voting power that 
would enable him to pass a special 
or extraordinary resolution for the 
winding up of the company. In such 
an event the shares could be valued 
on a liquidation basis. 


From the foregoing you can see 
that the husband can allocate the 


dividend to whatever class of share 
he wishes, after providing for the 
1% preference dividends. The spread 
of the dividend depends also on the 
number and ages of the children. 
In this particular family there are 
two children who are minors, and it 
was considered advisable that, 
rather than issue shares to them, a 
trust deed be prepared for each 
child. When the provisions of Sec- 
tion 102 of the Act were explained 
to the family and the importance of 
the creator of the trust being some 
person other than the parents of the 
children, the paternal grandparents 
of the children offered to give £50 
each for the creation of two trusts. 
The trusts were then created and the 
father of the children appointed 


trustee of each trust. 


The sums of £50 were used by the 
trustee to purchase ordinary shares 
in the family company, and the 
shares were then held as under: 


5,000 one per cent. first non-cumula- 
tive preference shares held by 
the husband. 


900 one per cent. second non- 
cumulative preference shares 
held by the wife. 


50 ordinary shares in the name 
of the grandfather, 


50 ordinary shares in the name 
of the grandmother. 


In declaring the dividend the hus- 
band can allocate whatever amount 
he pleases to each class of share 
which gives an _ opportunity of 
minimising income tax. The income 
of each trust would be assessed sep- 
arately under Section 99 of the Act. 
The tax payable by the trustee on 
the trust income is further miti- 
mised as the trust deed gives the 
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trustee discretion to apply the in- 
come of the trust to or for the 
benefit of the beneficiary and Section 
101 of the Act operates to treat as 
income of the beneficiary the amount 
expended for his benefit, the trustee 
then being assessable on the balance 
of the trust income. 


The husband’s position could be 
made a little clearer as you may 
wonder why, after all the years of 
business expansion, he finishes up 
with only 5,000 preference shares in 
the family company. 


When the partnership disposed of 
its assets to the operating company 
he accepted shares for his one-half 
interest. When he sold the shares 
to the family company he received 
part of the sale price in cash with 
which he subscribed for the 5,000 
preference shares. The balance was 
allowed to stand as a debt due to 
him by the family company. From 


time to time he can withdraw funds 
from the company to be treated as 


repayments of this loan which 
amounts would, of course, be free of 
income tax in his hands. 


Public Company 


With the passing of time the 
operating company has grown to 
such an extent that it is seriously 
under-capitalised and the decision 
is made to form a public company. 
The method adopted is to form a 
holding company to acquire all the 
shares in the operating company and 
to provide additional capital for ex- 
pansion. The Memorandum and Ar- 
ticles of Association are drawn to 
comply with the requirements of the 
Stock Exchange and voting rights 
adjusted to ensure that the holding 
company is a public company for 
Income tax purposes. The operating 
Company, being a subsidiary of a 
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public company, is now assessed for 
income tax purposes as a public 
company (Section 105 of the Act). 
The primary tax is higher, but there 
is no longer the necessity to dis- 
tribute larger amounts of the profits 
than is politic in order to avoid pay- 
ment of additional tax. 


The family company, which is still 
a private company, now holds shares 
in the holding company and may re- 
tain 10% of the dividends received 
each year before arriving at a suffi- 
cient distribution to avoid payment 
of additional tax. This is some re- 
lief, but not much. 


The way is now open for the hus- 
band to arrange his affairs to avoid 
heavy taxation being levied on his 
estate at his death. He ceases to be 
an employee of the operating com- 
pany, but remains on the board of 
directors, which results in a sub- 
stantial reduction in his income. To 
obtain additional money for living 
expenses he draws against the 
balance of purchase money owing to 
him by the family company. He thus 
lives practically tax-free until he 
has withdrawn all monies due to 
him. He can go further if he wishes 
by selling his home and other assets 
to the family company and thus, in 
time, divest himself of all his assets 
and live free from income tax 
worries which have obsessed him all 
his “business’ life. By this time he 
should be clever enough to calculate 
the date of his death so as to coin- 
cide with the exhaustion of these 
funds. If he outlives the period he 
can still vote himself a salary from 
the family company, of which he is 
permanent governing director, and 
he ends his life as he started, re- 
ceiving a salary from which income 
tax is deducted, thus restoring him 
to the life of contentment which he 
cast aside so many years ago. 





ACCOUNTING BY 
ELECTRONIC METHODS 


In Acknowledgment... 


The Council of the Institute of Char- 
tered Accountants in England and Wales 
in July of this year issued a state- 
ment entitled “Accounting by Electronic 
Methods”. 


The complete statement is published 
here by kind permission of the Insti- 
tute and we gratefully acknowledge 
our indebtedness to the Institute for 
this courtesy. 


“Accounting by. Electronic Methods” 
deals with this pertinent subject in a 
thorough yet concise manner, and its 
publication in “The Australian Account- 
ant” will provide members with an 
authentic up-to-date survey of the sub- 
ject and a convenient source of refer- 
ence. 


INTRODUCTION 
Electronic Data Processing 


“Electronic data processing” is the term 
applied to the method of analysing, marshal- 
ling, recording and reporting business infor- 
mation by means of equipment the central 
feature of which is an electronic digital com- 
puter. For convenience this method of pro- 
cessing business information is referred to in 
these notes as E.D.P. 


For processing to take place by means of 
E.D.P. the computer has to be given, in 
addition to the information to be processed, 
instructions directing it how to deal with the 
information; a sequence of such instructions 
is termed a programme. 


Electronic Digital Computers 
An electronic digital computer is a device 


capable of performing upon information, 
supplied to it in a suitable form, any arith- 
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- The Council of the Institute of Char- 
tered Accountants in England and Wales 
issues these notes on accounting by 
electronic methods in order to give mem- 
bers, whether engaged in public practice 
or in industry and commerce, informa- 
tion on the nature of the new equipment 
and the main problems surrounding its 
use. These notes indicate what in many 
respects appears capable of being done 
with a computer and the possible impli- 
cations rather than what is currently 
being carried out upon any significant 
scale of general application. They do 
not contain explanations of the techni- 
calities of the equipment nor do they 
contain descriptions of the equipment 
produced by different manufacturers. 


Notwithstanding the technical com- 
plexity and terminology of electronic 
methods, their application to accounting 
is no more than one further step in the 
mechanisation of accounting work. Con- 
tinued progress with punched-card and 
other machines has considerably in- 
creased their scope and speed of opera- 
tion, but all have a limiting factor in the 
need for human intervention at some 
stages in the complete accounting process. 
The adaptation to accounting of elec- 
tronic computers is a natural outcome 
of the continuous development of ac- 
counting machines with their inherent 
tendency towards reducing the human 
element in routine accounting processes. 


* * 








metical operation in accordance with pre- 
determined instructions and of retaining in 
its store, for issue as required or for future 
use, the instructions, the original information 
and the results of its operations thereon. 
instructions can be designed to produce not 
only the results of addition, subtraction, mul- 
tiplication and division but also the result 
of comparing, and thus of selecting betwee, 
two predetermined courses. 


The value of a computer for clerical and 
accounting work arises not only from 
foregoing capabilities but also in particular 
from the speed at which it can execute ib 
instructions coupled with its high degree of 
automatic operation. In carrying out its = 
structions the computer does not ne y 
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make any permanent or visible record of the 
individual intermediate steps taken. Thus 
there is an apparent gap between prime and 
ultimate information, which is of particular 
significance to auditors. 


The capability of an individual installation 
varies with its speed, the capacity of its own 
internal store and its range of automatic 
functions, all of which are related to the total 
cost of the installation. Although the use of 
computers for accounting purposes is still in 
its infancy computers are in use in such 
separate applications as the preparation of 
payrolls, of production and stock records and 
of invoices. It is however envisaged that in 
its most advanced state E.D.P. equipment may 
well be capable of carrying out within itself 
a whole series of inter-related accounting pro- 
cesses which have been predetermined. 


E.D.P. is developing rapidly and may well 
take many forms varying from the punched- 
card installation incorporating a simple elec- 
tronic digital computer to the full-scale in- 
stallation which would include an electronic 
digital computer with large internal storage 
capacity, together with automatic access to 
an adequate range of ancillary equipment and 
to external storage devices. 


It should not be assumed that only the 
largest business organisations will be able to 
afford the use of E.D.P. Smaller businesses 
may be able either to take greater advantage 
of the use of large general purpose equipment 
on a service basis or to acquire smaller 
equipment as it is developed. 


A computer operates by means of electronic 
switches which are internal parts of it and at 
any given moment are either ‘on’ or ‘off’. 
Thus the circuits may be made to reflect one 
or other of two digits; it is this characteristic 
of the computer which has led to the binary 
scale of notation (outlined briefly in Appendix 
A) being commonly used for computers in 
place of the more usual decimal scale. Con- 
version to and from the binary scale is 
normally performed within the computer. 


Application of Electronic Digital Com- 
puters 


Electronic digital computers have been em- 
ployed for a number of years for the rapid 
Performance of scientific and similar calcula- 
tions which, by reason of complexity or of 
volume, would prove difficult if not imprac- 
ticable of solution by manual methods or by 
the use of mechanical calculators. They are 
also being installed for production planning 
and control purposes. 


Accounting operations seldom call for cal- 
culations as complex as those required for 
scientific work. By contrast they usually re- 
quire a means of dealing with a larger volume 
of information; accordingly computers used 

accounting purposes require a_ large 
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capacity for the receipt, analysis and reporting 
of information. 


Punched-card aepnent can perform auto- 
matically the usual arithmetical processes, 
though normally only by recording intermedi- 
ate steps on cards. Electronic calculators have 
been developed which can be used in conjunc- 
tion with punched-card installations to speed 
up and extend the calculating processes and 
many punched-card installations now incor- 
porate such a calculator. Such installations 
are sometimes referred to as ‘computers’. 
Strictly speaking they are not computers be- 
cause computers have the ability to: 


(a) retain data and instructions within their 
own internal store, and 


(b) modify those stored instructions within 
the scope of the programme. 


These notes deal only with installations 
containing a computer. 


As already stated in these notes it is neces- 
sary for information to be prepared in a 
form suitable for processing by the com- 
puter. This entails the preparation and coding 
of new information and conversion into input 
media, such as punched cards, punched paper 
tape, or magnetic tape. Thus, initial recording 
differs little from the established routines al- 
ready commonly in use. For a computer 
however programmes must also be prepared, 
coded and recorded on suitable media. 


The substantial demands upon the time of 
senior executives of the business in the con- 
sideration of and preparation for the introduc- 
tion of an E.D.P. installation, coupled with 
the costs of preparing flow charts and pro- 
grammes and converting them into suitably 
coded media, constitute a significant initial 
expense additional to the cost of the actual 
installation. 


Broadly therefore it would seem that the 
use of an E.D.P. installation exclusively for 
accounting purposes is unlikely to be justified 
on financial grounds unless the planned 
operations: 


(a) involve handling a substantial volume 
of repetitive work of a standard type 
which would keep the installation ade- 
quately employed, or 


(b) link one process with another and so 
permit the installation to carry out 
various operations on the same infor- 
mation and thus to integrate several 
accounting processes, or 


(c) will provide sufficiently valuable infor- 
mation for management. 


Up to the present, the initial costs have 
been so great as to limit the purchase of an 
installation to comparatively large undertak- 
ings. Even so, some large undertakings have 
preferred to hire rather than purchase, though 
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hiring does not avoid such initial costs as 
those of systems study and programme pre- 
paration and coding. Smaller installations, 
usually designed to cope with a limited range 
of routines, are in course of development. It 
may also prove feasible to evolve standard 
programmes capable of handling limited fields 
of work of a relatively routine nature, for 
example the preparation of payrolls of staff 
paid on a time basis. If it should prove 
practicable to adapt such standard pro- 
grammes to individual needs, then installations 
may well come within the financial capacity 
of many medium-sized organisations; the use 
of them on a service basis may also become 
a practical proposition for a still wider field 
of smaller organisations. The notes which 
follow are however intended to deal primarily 
with the general use of an E.D.P. installation 
by an individual organisation. 


E.D.P. Equipment 


The main sections of a full E.D.P. installa- 
tion are outlined below: 


Input unit. Input generally consists of pro- 
grammes, new information, standing records 
and brought forward balances, all of which 
must be introduced into a computer for pro- 
cessing to take place. Programmes, standing 
records and brought forward balances will 
normally be on suitable media (such as 
punched cards, punched paper tape and mag- 
netic tape) but new information must be 
transferred to such media. Once information 
is on suitable media there are various devices 
by means of which it can be put into the 
computer; their operation presents no great 
difficulty and is directly under the control of 
the computer. 


The arithmetic unit is 
composed of electronic circuits and is an 
integral part of the computer. It is used for 
all calculations and in the majority of com- 
puters for the marshalling of information. 


Arithmetic unit. 


Control. Control is effected by electronic 
devices within the computer which act so as 
to bring into operation the circuits required 
to carry out instructions in the programmes. 
Depending on the result of an intermediate 
calculation the control will, where necessary, 
select from the programme the appropriate 
course to be followed. 


Internal store. The internal store is an in- 
tegral part of the computer. While processing 
is taking place it holds: 

(a) the programme 


(b) new information, standing records and 
brought forward balances 


(c) results (both intermediate and final). 


There are several kinds of internal store, 
used either singly or in combination, and 
they can be arranged in various ways. The 
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time taken to obtain information from them 
varies widely as between different computers, 
although even in the slowest computer it is 
measured in thousandths of a second. The 
volume and complexity of the processing 
which can be carried out at any time is gen- 
erally related directly to the size of the 
internal store or the number of internal 
storage units and these in turn are reflected 
in the cost of the equipment. Some kinds of 
internal store are such as to be able to hold 
information indefinitely but other kinds, 
normally used for intermediate results, are 
such that information would be lost if there 
were a power failure. The information lost 
is however capable of being reassembled, 
normally without difficulty, by re-processing. 


Output unit. .The result of the processing 
by the computer, termed output, may be re- 
corded by devices for printing and/or transfer 
to one or more of the external stores. Printed 
output may be obtained directly from the 
computer by connecting it to an automatic 
typewriter or printer. Stored output is main- 
tained in a form which will enable it to be 
used in a subsequent process. The stored 
output may be converted into printed form by 
equipment not connected to or controlled by 
the computer. This avoids limiting the effec- 
tive operating speed of the computer to the 
present speed of printing devices. 


External store. External stores consist of 
various media (such as_ punched cards, 
punched paper tape, magnetic tape, and mag- 
netic film) on which are held programmes 
and standing records such as wage rates, price 
lists and accounts balances. 


Thus, a large E.D.P. installation will nor- 

mally consist of: 

(a) input preparation units—for putting in- 
formation on to punched cards, 
punched paper tape, or magnetic tape, 
in a form which the computer can 
absorb 

(b) input units—equipment by which the 
computer absorbs the information on 
the punched cards or tape 

(c) the processing unit—comprising arith- 
metic unit, control and internal store 


(d) output units—equipment enabling _ the 
computer to record the results of its 
work 

(e) external stores— with equipment for 
transferring information from the store 
to the processing unit and vice versa 


(f) output printing units—printers, card in- 
terpreters and typewriters, which are 
used to transcribe the results of the 
computer’s work into a form in which 
it can be read. 


Appendix B indicates very briefly the flow 
of information through an installation and 
the action and output of the installation. 
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CONVERSION TO E.D.P. 
Preliminary Study 


The work involved in a change from an 
existing system to E.D.P. calls for a more 
detailed and more comprehensive approach 
than that normally required when introducing 
or extending office mechanisation. As a first 
stage it is advisable to make a study to find 
out: 


(a) whether and if so to what extend E.D.P. 
could be applied in the particular busi- 
ness organisation 


(b) the form and nature of interim and 
final information required 


(c) what resulting advantages are likely to 
be obtained from the use of a better 
selection of information made quickly 
available, such as information leading 
to the reduction of excessive stocks. 
Such advantages must be compared 
with a broad estimate of likely cost. 


It may be necessary to consider whether 
fundamental changes in the methods of re- 
cording used in the organisation are desirable 
in order to expedite the processing of infor- 
mation and avoid duplication of effort. The 
preliminary study will normally occupy some 
senior staff for several months. 


The preliminary study should cover all 
operations thought to be suitable for transfer 
to E.D.P. so that the conversion is conceived 
and justified as a whole even if the installa- 
tion can clearly be justified on one single 
application only. It may however be found 
that to implement the conversion in a practical 
manner it is necessary to proceed by making 
piecemeal transfers of processing operations 
to E.D.P. Indeed, such experience as there 
has been to date appears to indicate that 
initially a conversion to E.D.P. has been for 
the purpose of performing one separate pro- 
cessing operation. 


The preliminary study would be directed to 
an examination of those sections of the ac- 
counting work of the organisation which 
involve a substantial volume of repetitive or 
recurrent operations (such as the preparation 
of a payroll covering a large number of 
employees or substantial invoicing) to deter- 
mine inter alia whether the transfer of these 
operations to E.D.P. would keep the equip- 
ment adequately employed. It would also 
be necessary to consider whether and if so 
lo what extent information which had been 
coded and converted into input media would 
be usable, without further coding and conver- 
sion, in other operations such as the prepara- 
tion of wages analyses and statements of 
stocks and usages of materials and for costing 
and similar purposes. A further example is 
the use of the equipment for the preparation 
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of invoices in such a way as to make it pos- 
sible to obtain, from the same coded informa- 
tion, analyses for finished product stock 
control, for calculation of commission to 
salesmen and for records of accounts receiv- 
able. 


In the light of these considerations it 
would be possible to draw up a plan indicating 
the purposes for which an installation could 
be used and the extent to which these opera- 
tions could be integrated. 


Systems Study 


If as a result of the preliminary study there 
appears a good case for conversion to E.D.P. 
there will then follow a close study of the 
existing systems and procedures, so as to 
show precisely the manner of preparing prime 
documents and of transferring information 
from such documents, the steps taken to 
process that information, the reports pro- 
duced and whether and to what extent dupli- 
cation exists. 


The study should then proceed to ascertain 
what reports or summarised information are 
required, after which proposals must be for- 
mulated for modifying existing procedures if 
necessary or for introducing new ones. At this 
stage a knowledge of the potentialities of the 
computer and of the techniques it uses is of 
great value, for here may be an opportunity 
to propose arrangements to make available 
to management a greatly improved selection 
of information. The co-operation of all levels 
of management is essential during this part of 
the study so as to ensure that the procedures 
and reports envisaged are acceptable to all 
concerned. 


After all the relevant detail has been ob- 
tained it should have become clear whether 
a conversion to E.D.P. would be advantage- 
ous. Even if the decision is not to convert 
it may well be found that the systems study 
discloses ways in which the existing systems 
may be improved. The resulting economies 
may more than offset the cost of the study. 


If as a result of the study a decision to 
convert to E.D.P. is reached the next step is 
to draw up flow charts detailing the informa- 
tion to be used, the operations to be per- 
formed by the equipment, the results to be 
obtained and the reports required. This is the 
first stage in the preparation of programmes. 


The flow charts must then be translated into 
the numerically coded form in which com- 
puter instructions are written in order to 
become a programme. When each programme 
or section thereof is complete it must be 
tested by processing sample information 
through the equipment. It will generally be 
found that many revisions to a programme 
are required before the programme which 
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makes the best use of the equipment is for- 
mulated. On the final settlement of a pro- 
gramme, detailed and annotated flow charts 
should be prepared and maintained in order 
to facilitate subsequent revision. 


The systems study and the programming 
will occupy senior staff and specialists for a 
very considerable time and experience has 
shown that programming alone can involve 
expenditure of time measurable in terms of 
man-years. 


It is normally desirable to introduce any 
new system by stages, as this will avoid an 
abrupt reorganisation extending to the work 
of all those handling the records and will 
enable unforeseen difficulties to be overcome 
before a complete change-over is effected. 
This applies with even greater emphasis to a 
conversion to E.D.P. when it will also be 
essential to run the old and new systems in 
parallel for an initial period. 


Types of Work Suitable for E.D.P. 


There are a number of individual proce- 
dures which might be carried out by E.D.P. 
because they require a large number of 
similar items to be systematically analysed, 
marshalled, recorded and reported. Examples 
of such procedures are given below, although 
in many organisations E.D.P. may not be 
justified unless it is applied to more than 
one of them: 


(a) Analyses of labour, materials and other 
direct production costs, overhead and 
service department costs, budgets and 
forecasts 


(b) Records of stores, raw materials, 
finished goods and work in progress 


(c) Payroll and ancillary records 


(d) Invoicing, debtors’ accounts and an- 
alyses of sales, including analyses for 
market research and transport and 
delivery schedules 


(e) Purchases analyses and creditors’ ac- 
counts, 


E.D.P. may also be suitable for handling 
large volumes of other repetitive and recurrent 
operations. Some of the applications listed 
above, such as invoicing, may be particularly 
useful to mnon-manufacturing organisations 
which have to deal with a large volume of 
repetitive clerical work. 


In addition to the above accounting appli- 
cations, E.D.P. may be installed for purposes 
of production planning and control for which 
it may prove to be particularly suitable. 


In some instances the transfer of individual 
processes to E.D.P. may be the preliminary 
step which leads eventually to a more complex 
utilisation of E.D.P. It may be that, depend- 
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ing on the needs of the organisation, more 
complex routines with a greater degree of 
integration of different accounting and other 
processes will develop as experience of using 
the equpiment is gained. 


Problems of Selecting E.D.P. Equipment 


The selection of suitable equipment, from 
the various assemblies now available or com- 
ing on to the market, is difficult. The capacity 
of equipment for work should be compared 
with its cost but this is by no means easy. 
The exact nature of the tasks to be performed 
should be considered. It will be necessary to 
decide whether the equipment will be required, 
inter alia: 


(a) to cope with a few repetitive procedures 
rather than with a number of diverse 
procedures not necessarily foreseen in 
detail 

(b) to deal with a particularly large volume 
of input—the extent to which informa- 
tion can be sorted before being put on 
to input media will have a bearing on 
volume of input 


(c) to give output merely in the form of 
totals rather than to give voluminous 
detail (for example, giving the totals of 
the control accounts of stock instead 
of giving in detail the balances of 
items in stock) 


(d) to include a computer which _incor- 
porates automatic checking features 
(examples of which are given later in 
these notes) in addition to relying upon 
programmes for checking accuracy in 
processing 


(e) to afford rapid access to information 
contained in the external stores. 


When a decision on the foregoing has been 
made the following features of the equipment 
offered will require consideration before the 
final decision is reached: 


(a) the capacity of the internal store 


(b) the speed of access to information 
-contained in the internal store 


(c) the speed of the arithmetic unit in 
relation to the speeds of reading input, 
of transferring information to and 
from the store and of producing out 
put media. 


In addition it will be necessary to have 
regard to the following: 


(a) The service, if any, provided by manu- 
facturers to assist with programming 
or any supply by them of standard 
programmes 
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(b) The intended degree of utilisation of 
the installation, the need for some 
marginal capacity against possible ex- 
pansion and the possibility of multi- 
shift working 


(c) The possibility of offering spare 
capacity to other users on a service 
basis 


(d) The maintenance facilities provided by 
manufacturers 


(e) The degree of reliability attained by 
different equipment and the amount of 
time to be held in reserve each day 
in case of breakdown 


(f) The availability of similar equipment 
for use in emergency. 


Staffing and Training 


E.D.P. equipment relies for its operation 
upon certain specialist staff, relatively few in 
number, supported by staff skilled in the 
operation of the equipment ancillary to the 
computer. To the extent that the tasks of 
existing personnel are taken over by E.D.P. 
equipment there will be problems of redeploy- 
ment of staff. 


The manager responsible for the operation 
of an E.D.P. installation need not necessarily 
understand in complete detail the technical 
aspects of the computer and ancillary equip- 
ment, any more than the driver of a motor- 
car need understand in complete detail the 
technicalities of the internal combustion en- 
gine and other parts of the vehicle. As in the 
case of the driver, some knowledge of the 
functioning of the equipment is clearly helpful 
and indeed advisable. Whoever is responsible 
should however be acquainted with the prin- 
ciples of programming and possess a know- 
ledge of computer techniques. He should 
know what the equipment will do, its storage 
capacity and the most economical methods of 
using it and should be able to advise generally 
on the use of the installation. 


Systems study and programming require 
specialised staff who are capable of examining 
clerical operations and procedures to decide 
how best they can be performed by a com- 
puter. Once reliable programmes have been 
established they can be of permanent use, 
though inevitably some amendments will be 
unavoidable from time to time. Programmes 
should only be amended by properly trained 
staff who will have regard to all the reper- 
cussions of any changes made. In most in- 
stallations therefore it will be desirable to 
have permanently on the staff one or more 
Persons who will be familiar with existing 
Programmes and capable of preparing new 
Programmes or amending the contents of 
existing programmes. 
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Computer operators are those who operate 
the control panel of the installation; they also 
load and unload input and output mechan- 
isms. The operators will need to understand 
the programmes, the controls and the signals 
on the control panel of the computer. 


The main body of the staff involved will 
be concerned with the scrutiny, control and 
coding of prime documents, the transfer of 
prime information to input, the verification 
of such input and the handling of output. 


The services of engineers and technicians 
will be required for the maintenance of the 
E.D.P. equipment. This work may be per- 
formed by the manufacturers of the equipment 
or by specialist staff. 


Operators normally undergo a course of 
training arranged by the suppliers of the 
equipment; in addition most suppliers arrange 
courses of training for other levels of staff 
concerned with the equipment. A number of 
universities and technical colleges organise 
courses on the design and application of digital 
computers. 


Economics of E.D.P. 


When considering the economics of an 
E.D.P. installation, not only must the operat- 
ing cost and the cost of the computer be 
taken into account but also the cost of the 
ancillary equipment. The cost of the com- 
plete equipment may range from £50,000 to 
£250,000 or more and there will also be 
some or all of the following expenditures: 


(a) The cost of the initial investigation to 
decide whether E.D.P. is worthy of 
detailed consideration 


(b) The cost of the systems study and pro- 
gramming; this cost can be very 
material as the study will take a num- 
ber of man-years and not just man- 
months 


(c) The cost of alterations to buildings 
and the need for suitable ventilation 
and dust prevention 


(d) The cost of adapting the power supply 
to the requirements of the installation 


(e) The charge, if any, by the supplier for 
installing the equipment 


(f) The additional cost incurred by run- 
ning the new and old systems in paral- 
lel for an initial period. 


The equipment may be either purchased or 
hired. The annual rents charged by some 
manufacturers who hire out installations ap- 
pear to be as much as a quarter or even a 
third of the cash price, though such rents 
usually include service and maintenance. 
Renting instead of buying may enable the 
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user to change over to more advanced equip- 
ment more readily than would otherwise be 
the case. It must however be remembered 
that costly revision of the programmes may 
have to be undertaken should a change of 
equipment be made. 


It is questionable whether the overall cost 
(including amortisation) of operating an 
E.D.P. installation will be any less than that of 
operating some alternative system except pos- 
sibly where the alternative system involves the 
employment of very large numbers of staff on 
relatively routine operations. On the other 
hand the installation of E.D.P. will probably 
bring indirect advantages which cannot be 
evaluated precisely, for example, furnishing 
the management with information more 
readily than previously, thus enabling manage- 
ment decisions to be taken at an earlier 
stage. Furthermore, E.D.P. may make pos- 
sible the production of useful information for 
management which, under existing systems of 
recording, either cannot be produced econo- 
mically or cannot be produced with sufficient 
reliability in time to be of practical use. 
Such indirect benefits may well outweigh any 
direct additional expense which may result 
from installing E.D.P. 


An organisation whose accounting require- 
ments alone would not justify the installation 
of E.D.P. may nevertheless install a com- 
puter for use on scientific, technical and other 
non-accounting work. If a computer installed 
for such work is not fully occupied thereon 
it may be an economic proposition to use 
some of its time for accounting purposes. 


Advantages and Disadvantages of E.D.P. 


The main: advantages of E.D.P. over 
mechanical and other systems of processing 
business information are: 


(a) Speed 


(b) The ability of the computer to follow 
instructions to direct and control, 
within itself, the flow of information 
which it is processing. 


Once the instructions and the information 
are in the computer most of its processing 
operations are carried out at speeds which 
are measured in thousandths of a_ second. 
Speed in the production of accounting infor- 
mation for planning and control purposes 
may be of the utmost importance. E.D.P. 
permits the production of reports much more 
rapidly than other existing methods, although 
the benefits to be obtained from such speedy 
methods should be weighed against the cost. 
The speed of producing reports is however 
subject to two principal limiting factors: 
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(a) The speed at which information can te 
coded, verified and transferred to the 
equipment 


(b) The speed at which output can be de. 
livered from the equipment and 
printed. 


The ability of the computer to follow in. 
structions to direct and control the flow of 
information within itself gives powers of com- 
parison and of selection much greater than ' 
those possessed by a purely mechanical 
system. This enables the programme to be so 
drawn as to instruct the computer to follow 
a certain sequence when given circumstances 
are encountered, thus permitting a selection 
to be made automatically. Because of this 
power of selection, printed output reports 
can be restricted to exceptions from predeter- 
mined standards and thus unnecessary infor- 
mation need not be produced. 


The main disadvantages of E.D.P. are: 


(a) During the period of _ installing 

E.D.P.— 

(i) The time and effort of the manage- 
ment and staff expended on the 
preparatory work required by the 
conversion to E.D.P. This is more 
pronounced in the case of a con- 
version to E.D.P. than in a con- 
version to any other system of 
processing business information 
because of the very detailed en- 
quiries which have to be made. 
(It should however not be over- 
looked that as stated previously the 
cost of a systems study is not 
necessarily wasted, even though 
there is no conversion to E.D.P.) 


(ii) The inherent difficulties of any re- 
organisation and the resistance to 
innovation, which may be magi 
fied by the extent of the changes 
involved 


(b) When operating E.D.P.— 
(i) The absence of written records of 
many intermediate operations and 
results 


(ii) The greater difficulty than under 
manual or mechanical systems of 
answering ad hoc enquiries requit- 
ing ready access to some detail of 
stored information, particularly 
a time when the computer 1s pio 
cessing other information. This 
sort of enquiry becomes particu- 
larly difficult to deal with and tt 
may be impossible to give a reply 
within a reasonable period unless 
prime documents are carefully 
filed and cross-referenced. It is not 
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impossible to interrupt the current 
processing to obtain information 
contained either in the record being 
processed or in any other record, 
but interruptions of this nature are 
undesirable and expensive. Where 
information is held on magnetic 
storage, special equipment may 
need to be provided for answering 
ad hoc enquiries 


(iii) The inherent risks of centralisation, 
including those of damage to the 
installation, reliance on key staff 
and difficulties of communication 


(iv) The need for emergency arrange- 
ments in case of breakdown, al- 
though the chance of E.D.P. equip- 
ment being out of use for long 
periods for repairs is much reduced 
by reliable service facilities pro- 
vided by manufacturers, and by the 
equipment being of unit construc- 
tion. (The latter not only permits 
speedy replacement of defective 
units but facilitates testing for 
faults) 


(v) The possible need to provide emer- 
gency power supply in case of 
power failure 


When a change from the E.D.P. equip- 
ment in use to other E.D.P. equipment 
is considered desirable, the cost of 
preparing new programmes for use 
with the equipment to be installed. As 
indicated previously, systems study and 
programming require a great deal of 
work by senior staff and specialists 
and the cost is in consequence very 
material. 


E.D.P. may be a means of extending the 
integration of the processing of records re- 
quired by a business and thereby eliminating 
duplication of effort. But an _ integrated 
system of processing is generally less flexible 
than a system in which there is little integra- 
tion, because even a proposed minor change 
for a particular purpose may be held up as 
it would have repercussions on processing 
other important information. 


ACCOUNTING PROBLEMS 


Accuracy in Processing 


The greatest care must be taken in the 
Preparation of prime documents (including 
their batching and pre-listing) which contain 
information to be transferred to the com- 
puter. Such information must be transferred 
accurately to input media, such as punched 
cards, punched paper tape or magnetic tape, 
because once it has been transferred to the 
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computer the information or any reassembly 
of it will not normally be recognisable until a 
report is printed. Thus it will not usually be 
possible during processing to notice any ir- 
regularity arising from an inaccuracy in: 


(a) the prime information 
(b) its preparation as input 
(c) the transfer of input to the computer. 


In E.D.P., as in other systems of process- 
ing business information, checks are required 
to ensure that processing is carried out ac- 
curately. Such checks as are normally used 
in a mechanised system, for example control 
totals, check lists and control accounts, will 
also be used with E.D.P. Furthermore, checks 
can be built into the computer or the ancillary 
equipment and other checks can be carried 
out by additions to programmes or by special 
programmes. Examples of these are: 


(a) As a check that all information 
covered by a given pre-list has been 
dealt with—items not normally added 
(for example, payroll numbers) may 
be aggregated and compared with a 
pre-list total 


As a check against the ‘transposition or 
omission of numbers—various methods 
of ‘scrambling’ and/or ‘casting out the 
nines’, totalling the results and com- 
paring them with a previously estab- 
lished total 


As a safeguard against information on 
tape being processed with the wrong 
programme—an indication may be in- 
cluded at the beginning of each tape 
giving the reference of the programmes 
to be used with that tape and the 
sequence in which the tapes are to be 
used 


As a check on calculations—calcula- 
tion may first be performed and then 
reversed 


As a further check on calculations— 
limits may be set on individual results, 
for example maximum and minimum 
amounts of individual wages. 


The foregoing are merely examples indicat- 
ing how existing checks may be adapted to 
E.D.P.; under E.D.P. however there is the 
advantage that the installation can be made 
to give an audible or visual sign and/or to 
stop in order to report errors revealed as a 
result of checks such as those outlined in the 
foregoing paragraph. If processing has been 
arranged in sections of limited size, so that 
records are produced at selected intervals, 
errors should be located quickly and remedied. 
Checks of this nature provided automatically 
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are a safeguard but naturally they are not 
infallible. In particular they are no safeguard 
against errors in reading of input or recording 
output. As some safeguard against such errors 
some equipment is arranged to check-read the 
input before information is processed and to 
check-read the output before it is released. 


Specific tests should be made both before 
and after processing with a given programme. 
These tests comprise the processing with the 
programme of comprehensive test data and 
the comparison of the results with previously 
established correct results. If the test reveals 
a difference then the information pr 
since the last test will be suspect and should 
be reprocessed. These tests are additional to 
the normal technical reliability tests. 


As with mechanised accounting, the system 
of processing should be devised to provide 
controls external to the installation itself as 
proof that the results are correct; such con- 
trols may be by means of preliminary sorting, 
batching, totalling or testing. To create and 
maintain confidence in the installation it may 
be desirable to produce a certain amount of 
intermediate information to enable reports by 
the installation to be test-checked expediti- 
ously against the prime information from 
which they are derived. 


Internal Check 


It will be necessary to be sure that essen- 
tial checks imposed by a good system of inter- 
nal check are retained when E.D.P. is 
employed. Internal check seeks on the one 
hand to prevent fraud by making it impossible 
unless there is collusion between two or more 
persons; on the other hand it also seeks to 
prevent errors of omission or commission by 
bringing the successive steps in the processing 
of information under the scrutiny of two or 
more persons and by the use of control 
totals. 


The computer operator has control of the 
computer. Amongst the switches on its con- 
trol panel are some which enable the operator 
to omit or add to or otherwise alter the in- 
formation in the computer, and to divert the 
computer from the instructions in the pro- 
gramme to other instructions. The computer 
can thus be made to take in information or 
follow instructions given to it by the operator 
through the control panel and not through 
input media and approved programmes. This 
is of significance from the point of view of 
internal check, because in the absence of 
precautions no trace of such action by the 
operator would normally be left. 


To overcome the difficulty described in the 
foregoing paragraph a device may be needed 
which makes a permanent record of any 
amendment which has been made by means 


512 


of the switches on the control panel to in. 
formation or to programmes in the computer. 
No such device has yet been developed. 


There should also be recognised procedures 
for the correction of errors and for the 
amendment of programmes. In general, opera- 
tors should be forbidden to correct errors or 
amend programmes by means of the switches 
on the control panel of the computer; instead 
appropriate correction and amendment 
routines should be laid down and there should 
be insistence on compliance with the routines, 


An additional, if rather inconclusive, safe- 
guard may be to make use of records which 
are normally kept and would be available for 
reference when necessary, containing details of 
the following: 


(a) the times during which the computer 
is operating 


(b) the work performed by the computer 


(c) stoppages, the reasons therefor and the 
corrective action taken 


(d) the idle time of the computer and the 
reasons therefor 


(e) the movements of programmes and of 
stored information. 


Although E.D.P. relies upon certain skilled 
persons, relatively few in number, the equip- 
ment can function only by the co-ordination 
of the services of persons with diverse skills, 
such as those of programmer, computer 
operator and operators of the ancillary equip- 
ment which is separate from the computer. 
In addition there will be those who assemble 
prime information and pass it to those who 
operate the installation. There will also be 
those who receive information from the in- 
stallation. 


Thus, apart from the care required with 
regard to the use of the control panel by the 
computer operator, it still remains possible to 
arrange the duties of the staff in such a way 
as to minimise the risk of fraud. Organisa- 
tions which acquire an E.D.P. installation will 
usually organise it as a service centre for all 
departments; such an arrangement will dis- 
tinguish the duties of those who assemble and 
receive information from the duties of those 
who directly operate the installation. Where 
time is hired on an E.D.P. installation owned 
and operated by another organisation there is 
a clear distinction between the duties of the 
organisation’s own staff and those of the staff 
of the owners of the E.D.P. equipment. 


In considering the possibility of errors oF 
irregularities it must be remembered that 
procedures which under other systems would 
be performed in different departments will 
under E.D.P. be replaced by the work of the 
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one computer. The scrutiny of information 
by staff in different departments is thereby 
reduced. As stated previously any reassembly 
of information which has been transferred to 
the computer will not normally be available 
until a report is printed. Thus the visible ‘step- 
by-step’ methods of processing information 
usually found in manual and mechanical 
methods will disappear to the extent that in- 
formation in the computer, or in some forms 
of external store, will not be recognisable. 


Nevertheless, methods such as those already 
outlined above will go some way towards 
ensuring that errors do not pass unnoticed. 
Moreover, the absence of visible ‘step-by- 
step’ methods does not apply to the marshalling 
of prime information before transfer to input 
media; internal check relies as much upon the 
methods adopted at this early stage of the 
recording process as upon the procedures 
adopted later when information is in a form 
recognisable only by the computer. 


Records 


It is essential that there should be a reliable 
filing system of documents or other records 
containing prime information with the con- 
tents adequately cross-referenced and giving 
ready access to any item of prime informa- 
tion. These documents or records should be 
kept until no longer required for any purpose 
for verifying information held on them. Con- 
sideration must be given to the extent to which 
detailed records (such as individual debtor or 
creditor accounts or some equivalent thereof) 
need to be retained particularly as it may be 
necessary to justify information to third 
parties, including a court of law. 


Some records of an organisation using 
E.D.P. will be contained in the storage which 
holds standing information and such records 
may be, for example, magnetised spots on a 
piece of plastic tape. It is envisaged however 
that, although details may be kept in this 
way, totals will be entered in total accounts 
which will be used for control purposes and 
that it will be possible to print out essential 
details at any time. 


When converting to E.D.P. it should be 
remembered that accountants’ reports for 
prospectus purposes involve the investigation 
of accounts covering a long period, normally 
at least ten years. A statement on the preser- 
vation of records was issued by the Council 
in February 1957 as an addendum to recom- 
mendation 16 of the “Recommendations on 
Accounting Principles” and it will be advis- 
able for reference to be made to that recom- 
Mendation before a final decision is made 
concerning the records to be retained by an 
undertaking. 
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THE AUDITOR AND E.D.P. 


Most of the problems encountered by an 
auditor where E.D.P. is in use will be no 
different from those met where other forms 
of mechanised accounting are employed and 
reference should be made to “Mechanised 
Accounting and the Auditor”, published by the 
Institute in March 1949. The fact that an 
E.D.P. system is in operation makes no differ- 
ence to the responsibilities of an auditor. 


E.D.P. will not alter information appearing 
in ultimate records but may change radically 
the form of both intermediate and ultimate 
records and the means by which they are com- 
piled. E.D.P. may also result in the elimina- 
tion of intermediate records to an even greater 
extent than is possible with any mechanical 
system currently in use. Whilst it will remain 
possible for the auditor to verify accounts 
submitted to him and to examine the system 
of internal check, it may well be more difficult 
for him to do so. The method and techniques 
he may employ will require review. 


The provision of records essential for audit 
purposes will need to be taken specifically into 
account in devising and designing the E.D.P. 
system. Hence it will be desirable that the 
auditor should be kept in touch with progress 
in designing the system and brought into con- 
sultation at the earliest possible stage so that 
his requirements may be known and provision 
made for them. From time to time changes 
will occur and as with other systems it will 
be desirable for the auditor to be consulted 
before any fundamental change is made. He 
will have to consider whether there is proper 
control over the use and amendment of pro- 
grammes. He will have regard to the effective- 
ness of any of the built-in and other checks 
already described. 


Normally an organisation which converts 
to E.D.P. will be large enough to arrange a 
sound system of internal check. In this re- 
spect the interests of management and of the 
auditor are identical for both will want to be 
sure that there is in operation a system de- 
signed to minimise error and prevent fraud. 
Unless the system of E.D.P. is well-designed 
and incorporates an adequate internal check 
the auditor’s task may prove to be one of 
extreme difficulty. 


As in any audit, the auditor will consider 
the adequacy of the system of internal check 
and in doing so will cover all sources of prime 
information and follow through to the stage 
at which information which has passed 
through E.D.P. becomes available for a report 
in conventional form. He will apply such 
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tests as he considers necessary to satisfy him- 
self that the system of internal check is operat- 
ing efficiently. A mechanised (including 
E.D.P.) system of accounting usually affords 
the auditor a greater degree of assurance that 
the sample records tested by him are likely to 
be representative of the whole than is obtain- 
able from a manual system. 


For audit purposes an auditor need not 
acquaint himself with the electrical or engi- 
neering details of the installation. He is 
essentially concerned to satisfy himself, by 
such audit tests as he may devise, that the 
procedures adopted have produced records 
which reflect adequately and correctly for 
accounting purposes the transactions which 
should have been recorded. For this purpose 
he may find that he has to bridge substantial 
gaps between documents or other records 
containing prime information and intermediate 
or ultimate records. In a mechanised system 
of any kind these gaps exist, as indeed they 
do in some manual systems. In E.D.P. it is 
likely that these gaps will be greater than in 
other systems and in consequence the main- 
tenance of interim control records becomes 
of greater importance for audit purposes. 
Provided the records kept are not less ade- 
quate than those indicated previously and 
are suitably cross-referenced there should be 
no insuperable difficulty in tracing the connec- 
tion between an item in the accounts and the 
prime information from which it is derived. 


In addition to routine records the auditor 
may need to request the ad hoc production 
of information for audit purposes. Where 
assistance is sought in this way the auditor 
must exercise care so as to avoid premature 
disclosure of his requirements. 


The auditor will need to consider whether 
records are adequate for the purpose of the 
organisation as well as for the purpose of his 
audit. Wherever accounting is by methods 
other than manual methods there is a tend- 
ency to rely upon loose-leaf records, files of 
documents and records which although printed 
are in coded form. In considering such points 
it should be remembered that it may be 
necessary for the auditor to be in a position 
at a later stage to obtain information for 
special purposes, such as for a report to be 
set out in a prospectus. 
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Appendix A 
BINARY SCALE OF NOTATION 


The scale of notation in common use is 
the decimal or denary scale by which numbers 
below ten are recorded by one of the digits 0 
to 9 and numbers above 9 are recorded by 
a combination of two or more of those digits, 


The binary scale however has only two 
digits, 0 and 1, and numbers above 1 have 
to be recorded by a combination of those two 
digits. The practice adopted is similar to that 
used in decimal counting; for example, in the 
decimal system if 1 is added to 9 the answer 
in denary notation is 10, which is arrived at 
by remembering that ‘1 plus 9 gives 0 and 
carry 1°. Similarly, with the binary system if 
1 is added to 1 the answer in binary notation 
is 10, arrived at by remembering that ‘1 plus 
1 gives 0 and carry 1’. As 0 and 1 are the 
only two digits in the binary scale it is con- 
venient for use with equipment which contains 
circuits which recognise whether (a) there is 
an electrical pulse or (b) there is not an 
electrical pulse. 


The first eleven numbers of the decimal and 
the binary scales are: 





Powers of 2 
2? 





Decimal 


N 
oe 








SCOMIAUAWNHO 
ee 8 | 
COM OM Om OR ORO 


_ 








Example 


In decimal notations 31 is equivalent to 

146+8+4+2+1 

which can be expressed in powers of 2 as 
2* + 2°+274+2'+1 

and in binary notation this becomes 

R. Zn t “ato 
so that 11111 in binary notation=31 in 
decimal notation. 
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Appendix B 


SIMPLIFIED FLOW CHART 


To illustrate: 
(i) the flow of data through an E.D.P. installation, and 


(ii) the action and output of the installation. 





NEW INFORMATION 
(documents etc.) 


u STANDING DATA 

















Preparation and coding of new infor- programmes, standing records, balances (all 
mation and conversion into input media 


| 
J 4 4 





already held on external storage devices) 

















INPUT UNIT 
Reads input media 





PROCESSING UNIT 





(comprising Arithmetic Unit, Control and Internal Store) 
. Receives input from the input unit. 
. Selects the course of action called for by the programme. 


. AS necessary: 
(a) Selects data and transfers it between internal store and arithmetic unit. 


(b) Calculates. 
(c) Determines further course of action dependent on intermediate results obtained. 


. Transfers output, grouped as required, to the output unit. 





OUTPUT UNIT 





Transfers output to: 











| or 
4 


EXTERN STORE 
OUTPUT PRINTING UNITS ’ Soon - 
Receives and holds output from com- 


Receive output from computer or puter. The output may be printed out 
and/or held ready for subsequent 


from external store and convert in- processing 
formation into conventional symbols 
Either asd 
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SPECIAL INVESTMENT 


INTERMEDIARIES* 


THEIR USES AND LIMITATIONS IN CAPITAL 


FORMATION 


By HAROLD F. BELL, B.A., M.COM, (MELB.), PH.D. (LOND.), 
A.A.S.A., F.A.LI. (Economist to the A.M.P. Society, Sydney). 


NVESTMENT intermediaries are 

not new; pure investment inter- 
mediaries interposed between ulti- 
mate investors or lenders and ulti- 
mate borrowers or users of medium 
and long-term finance have existed in 
the British investment trust form 
for a century. Other intermediaries, 
such as life offices, friendly societies, 
building societies, etc., in which the 
investment aspect is of significance, 
though arising incidentally to the 
central institutional function, go back 
much further. 

The British investment trust 
movement expanded in spectacular 
fashion in the second half of the 
nineteenth century because it offered 
a convenient method whereby 
thousands of British investors could 
acquire fixed-interest and (to a lesser 
extent) equity holdings in companies 
operating overseas undertakings 
such as railway construction, pastoral 
interests, mining ventures, etc. in 
North and South America, South 
Africa, Australia and New Zealand 
and elsewhere. In the second great 
wave of British investment trust 
activity (1925-29) the centre of in- 
terest began to shift to home in- 
dustry and equity participation be- 
came more facile and more popular. 

The resources of the older invest- 
ment trusts were drawn largely 
from individual investors for whom 
the pooling of investments with 
numerous other individuals pre- 
sented certain attractions compared 





*A paper read at the 1957 meeting of the 
Australia and New Zealand Association for the 
Advancement of Science. 
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* with direct market operations by the 


individuals themselves. Among these 
advantages were the spreading of 
risks, the relief from any responsi- 
bility for the mechanics of invest- 
ment except in respect of the shares 
held in the investment trust itself, 
and the benefit of a skilled manage- 
ment to select and subsequently 
manage the investment portfolio. 
This last attraction was of course, in 
some cases, illusory; some invest- 
ment trust managements proved to 
be ill-advised or imprudent, and in a 
few cases, dishonest. 

In recent times, and particularly in 
the decade since World War II, there 
has sprung up a surprisingly large 
number of new investment inter- 
mediaries known by a variety of des- 
criptions, with the title of “industrial 
finance corporation” and “develop- 
ment corporation” perhaps the most 
commonly used. These new inter- 
mediaries are in some _ instances 
publicly owned or sponsored, in some 
instances they are entirely private 
concerns, and (perhaps most fre- 
quently) there is a combined official 
and private backing. Some of the 
corporations have been international 
in scope, others national, still others 
have been sectional or regional. 

These recently-formed  corpora- 
tions have many of the character- 
istics of the orthodox investment 
trust form of intermediary. Yet they 
differ in several vital respects and an 
examination of their distinguishing 
characteristics is a convenient start- 
ing point for a discussion of theif 
role in capital formation. 
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DISTINGUISHING 
CHARACTERISTICS. 


There are four features common 
to most of the newer investment 
intermediaries which are useful in 
distinguishing them from _ older 
types. These characteristics are: 

(i) The form of the conventional 

investment trust is designed to 
suit the needs of the ultimate 
investors or lenders. The form 
of the special intermediaries, 
however, is tailored to suit the 
needs of the borrowers or ulti- 
mate users of the finance, and 
usually to suit the needs of a 
particular category at that. 
Older forms of investment 
intermediary have been mainly 
concerned with existing securi- 
ties; the special investment 
intermediaries are concerned 
mainly in the creation of new 
securities. 
With the older forms of invest- 
ment intermediary the con- 
sideration of yield to the ulti- 
mate investor is normally the 
sole motivating force. Whilst 
it is true that the special inter- 
mediaries have normally de- 
clared their intention of operat- 
ing on sound business lines 
with the objective of earning a 
reasonable return on the funds 
employed, it is equally obvious 
that in their creation and 
operation many considerations 
other than the purely financial 
one have had an important in- 
fluence. 

(iv) The older types of investment 
intermediary have channelled 
their funds mainly through the 
established capital market 
mechanisms such as the stock 
exchanges and the real estate 
and mortgage markets. The 
avowed intention of most of the 
special intermediaries is to 
make their funds available to 
borrowers or users of finance 
only when the latter are unable 

“to obtain their finance through 
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the established capital market 
mechanisms, on economic 
terms. 


A precise classification of the 
special investment corporations 
formed in the last decade or so would 
be a difficult task but the following 
broad groupings can conveniently be 
listed. 

(a) Corporations formed to provide 
finance for small but progressive 
companies for which the costs 
of a public issue would be pro- 
hibitive. U.K. examples are the 
Industrial and Commercial 
Finance Corporation (which has 
a “semi-official” character and is 
financed by the London Clearing 
Banks and the Scottish Banks), 
and the Charterhouse Industrial 
Development Company Ltd., a 
subsidiary of the Charterhouse 
Investment Trust Ltd. 

(b) Corporations formed to provide 
finance for large-scale industry 
where, because of the size of the 
capital sums required and/or 
special risks inherent in the 
industry, resort to a public issue 
is not practicable. The best 
example of a general corpora- 
tion of this kind is Britain’s 
Finance Corporation for Industry 
(financed by the Bank of 
England, insurance companies 
and investment trusts) and 
formed to assist in financing 
the post-war rehabilitation of 
Britain’s heavy industries. 
Examples of corporations de- 
signed to help particular indus- 
tries are also to be found in the 
U.K., such as the Film Finance 
Corporation, Air Finance Ltd., 
etc. 

(c) Corporations formed to rational- 
ise the approach to market 
resources of a large number of 
similar but comparatively small 
borrowers, whose conflicting 
claims if made direct would tend 
to make the market unattractive 
for all concerned. In this cate- 
gory one could no doubt put a 
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corporation designed to marshal 
local body finance such as was 
suggested during the recent New 
Zealand Royal Commission on 
Monetary, Credit and Banking 
Systems. 

Corporations formed for the 
purpose of providing finance to 
family businesses to enable them 
to carry on in private company 
form when the incidence of 
estate duties threatens con- 
tinuity in this form. A pioneer 
in this field is the Estate 
Duties Investment Trust Ltd. 
(“Edith”), though at least three 
other British investment inter- 
mediaries now provide finance of 
this kind. 

Corporations designed to assist 
national development on a broad 
scale, such as the Industrial 
Credit and Investment Corpora- 
tion of India, or to assist par- 
ticular sectors or regions of 
development such as the British 
Newfoundland Corporation. It 
has, incidentally, been suggested 
on many occasions that a 
developmental corporation of 
this kind should be formed for 
the purpose of exploring and 
developing the resources of 
Northern Australia. 


(f) Investment corporations operat- 
ing on an international scale. 
Best known examples here are 
the official corporations such as 
the International Bank for Re- 
construction and Development 
(with its newly formed affiliate, 
the International Finance Cor- 
poration), the Commonwealth 
Development Finance Company, 
the Colonial Development Cor- 
poration and (in some phases of 
its lending) the U.S. Export- 
Import Bank. Recently a private 
group of American and other 
interests established the Trans- 
oceanic Development Corpora- 
tion which will take a financial 
interest in the development of 
minerals, manufacturing and 


commercial ventures, anywhere 
in the world. 


SOME LIMITATIONS. 


The classification of corporation 
types given in the previous section, 
much less the examples cited, is not 
necessarily exhaustive of the existing 
field, nor of the possibilities. Further, 
although most of the investment 
intermediaries listed are of post-war 
vintage, one or two of them had an 
earlier genesis, though not neces- 
sarily under their present title. Not- 
withstanding these reservations, and 
also the wide range of expressed 
objectives, it is possible to identify 
certain structural and other difficul- 
ties which generally have a limiting 
effect on the usefulness of the cor- 
porations in their particular fields. 
Some of the principal limitations 
which come to mind are given below. 


The Danger of Overlapping with 
Orthodox Capital Market Facilities 


Though the corporations place 
great emphasis on their concern te 
avoid mere duplication of financial 
facilities already available through 
orthodox capital market channels, it 
is often extraordinarily difficult to 
know where to draw the line. For 
example, it might be contended that 
Australia, which has been the most 
prolific borrower from the _ Inter- 
national Bank up to the present, 
should by now have established a 
sufficiently high credit rating to be 
able to undertake public issues in 
overseas capital markets. But whilst 
Australia has in fact made successful 
public issues within the last few 
years in U.S.A., Switzerland and 
Canada, the sums involved have been 
very small, and it is very doubtful 
whether Australia would have been 
able to float successful public issues 
abroad of the same magnitude as the 
loans which have been made avail- 
able by the International Bank. Or 
again, taking the case of small busi- 
nesses, it may be contended that the 
lending facilities of banks, and (to 
a limited extent) of insurance ¢com- 
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panies, are normally available and 
the need for resort to a _ special 
investment intermediary is in ques- 
tion. Indeed, looking at the position 
in New Zealand, the recent Royal 
Commission appears to have come to 
the conclusion that, overall, the needs 
of small businesses are apparently 
reasonably well catered for within 
the existing structure, although this 
possibly involves some over-reliance 
by New Zealand industry on bank 
finance as a source of long-term 
investment funds, and the Commis- 
sion did not disallow the possible 
need for an industrial finance cor- 
poration at some future time. 

In the U.K., the Industrial and 
Commercial Finance Corporation 
works under a number of self- 
imposed restrictions which have been 
described in some detail by Professor 
Brian Tew in an article entitled “The 
1C.F.C. Revisited” in the August 
1955 issue of Economica. These re- 
strictions severely (and “even 
unduly” in the mind of Professor 
Tew) limit the extent of possible 
overlapping between the I.C.F.C. and 
existing credit facilities. These re- 
strictions are: 

(i) The I.C.F.C. does not provide finance 

_ repayable at short notice. 

(ii) It provides finance to businesses to 
enable them to add to their assets or 
to repay excessive short-term in- 
debtedness; it does not operate by 
buying the rights of existing share- 

holders. 

(iii) It does not provide more than 

; 00,000 at a time. 

(iv) With rare exceptions, it buys securi- 

ties to hold, not to issue to the public. 
However, the I.C.F.C. retains the 
right in certain cases to place securi- 
ties with a restricted list of institu- 
tional investors, including investment 
trusts, insurance companies and pen- 
sion funds. 
It is not particularly interested in 
propositions which amount to first- 
class property mortgages and nothing 
more. 


The Avoidance of Control and the 
Adequacy of Return 


Normally, the special corporations 
are anxious to avoid assuming any 
degree of managerial control over 
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the companies which are the subject 
of their investment; on the other 
hand, they must write into their 
securities covenants which afford 
them the protective rights essential 
to a secure investment. This would 
normally mean that the finance pro- 
vided by the investment interme- 
diaries will take a _ fixed-interest 
form. Yet, from other considerations, 
this form may have unsatisfactory 
features for borrower and lender 
alike. For the venture which is just 
getting established, or for the 
industry which may be going througna 
a difficult period, the assumption of 
fixed-interest obligations may pro- 
duce a “gearing” which is uncom- 
fortably high in the circumstances. 
From the lender’s point of view, on 
the other hand, loans for which 
finance is not available through 
orthodox channels may be assumed 
to involve some extra risks. A small 
risk premium above the ruling 
market rates may not adequately 
compensate the lender whilst a very 
high premium could be crippling to 
the borrower and would usually be 
contrary to the spirit actuating the 
special intermediary. In these cir- 
cumstances an equity interest would 
appear to suit the case better, but 
such participation raises the vexed 
question of managerial control. 


In a_ private company, where 
shares are tightly held by a narrow 
group, anything less than a majority 
holding by the corporation would not 
significantly add to its authority; 
anything more than a majority hold- 
ing could impose on it full manager- 
ial responsibility. Some compromises 
to resolve what might otherwise be 
an impasse have been evolved. Some 
of these compromises have been 
effected by establishing an under- 
standing that, even where it holds 
an equity interest, the corporation 
will refrain from interference in 
management unless specifically asked 
for assistance, or unless it needs to 
intervene to protect its rights under 
its capital holdings. The most 
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interesting example of a device of 
this kind is to be seen in the opera- 
tions of Britain’s Estate Duties 
Investment Trust Ltd. (described by 
Professor Brian Tew in The Three 
Banks Review, June 1955). In pur- 
suance of its intention to be a “sleep- 
ing partner” (this does not mean an 
uninterested partner) the corpora- 
tion may take up a special class of 
shares in a private family company 
which are either voteless. or which 
acquire voting rights only in certain 
specified circumstances. 


Another form of compromise has 
been to frame the security so that 
it combines a fixed-interest basis 
with some limited or conditional 
equity interest. The most interesting 
recent development along these lines 
is the expressed intention of the new 
International Finance Corporation to 
make loans which will have some 
right to eventual conversion to equity 
holdings attached to them. 


The Costs of Administration 


The costs of administration for 
special investment intermediaries 
can normally be expected to be rela- 
tively hign because of the extra work 
involved in the selection of invest- 
ments due to such factors as the 
following: 


(i) Many of the applications will be in 
respect of companies and other 
undertakings which are not listed on 
stock exchanges, and for which there 
is, therefore, no market appraisal 
already available. Here, the investi- 
gation must be made ab initio. 

(ii) Many ventures which cannot obtain 
finance through normal market 
channels are subject to special risks 
and the nature of these risks, and the 
special characteristics of the industry 
concerned, will require skilled investi- 
gation. 

An investment intermediary, especi- 
ally in its early years, can expect to 
receive a very high proportion of un- 
suitable applications. At times these 
may border on the frivolous and may 
be summarily rejected. At other 
times, the proposition may in itself 
be apparently worthwhile but there 
may be some doubt as to whether it 
falls within the ambit of the inter- 


mediary’s function. In still other 
cases, particularly in respect of 
“bright ideas”, it may be very diff. 
cult to decide just how seriously the 
application should be taken. But in 
any event, even if the application js 
to be rejected at an early stage, some 
expenditure is involved even in the 
preliminary investigation and sifting. 
Because a high percentage of appli- 
cations are normally rejected, the 
resulting average cost of placing on 
the books of the corporation those 
applicants which are in fact accepted 
becomes very high. 


One possible way of overcoming 
this disability would be to require 
an applicant to make some contribu- 
tion to the costs of investigation; 
such a limitation, however, would 
tend to be against the spirit of many 
of these newer corporations. 


Factors tending to make the 
examination of even the apparently 
worthwhile applications expensive 


include the difficulties of establishing 
local knowledge and technical ac- 
quaintance wita the particular busi- 
ness concerned. To overcome the 
location question, the Industrial and 


Commercial Finance Corporation has 
apparently thought it economically 
justified to establish a number of 
branch offices. 


On the technical side, too, the 
Industrial and Commercial Finance 
Corporation has employed from its 
earliest days a number of technical 
experts, including a production 
engineer, and a building expert, in 
addition to various officials skilled in 
the techniques of industrial financ- 
ing. The cost to a corporation of 
maintaining its own skilled technical 
advisers when spread over the suc- 
cessful applications would probably 
be less than it would cost to retain 
outside expert advice. However, the 
range of industry covered may be s0 
wide, and the technical background 
so varied, that on occasions some out- 
side assistance would jave to be 
obtained. 


As indicative of the small percent- 
age of successful applicants, it 15 
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instructive to notice that in 1955-56, 
after ten years of existence, the 
Industrial and Commercial Finance 
Corporation after considering appli- 
cations from new customers number- 
ing 443 made offers of finance in only 
73 cases. In 1954-55 the proportion 
of new loans offered was somewhat 
higher (104 offers following 383 
applications) but still on the low 
side. The experience of the Common- 
wealth Development Finance Com- 
pany provides an even more striking 
illustration of this point. In its three 
or four years of existence the Com- 
pany appears to have made only 
about ten investments though it 
appears to fave received many 


inquiries for finance in that period. 


The Financing of New Ventures 


Since well established businesses 
may be expected to have some oppor- 
tunity for self-financing or to possess 
connections with conventional finan- 
cial institutions it can be taken for 
granted that a large proportion of 
the applications reaching special 
intermediaries will relate to proposed 
new ventures. Here there are two 
possible cases. The first is where the 
project appears to be one of merit, 
where the technical and administra- 
tive competence of the promoters is 
known and, above all, where the pro- 
moters are themselves in a position 
to provide a good share of the equity. 
This category of new venture does 
not appear to pose special difficulties 
for the finance corporation, and 
finance seems to have been provided 
in some such cases by most of the 
special intermediaries. 

However, the second category of 
hew enterprise is a much more diffi- 
cult proposition. In an address to the 
International Association of Account- 
ants in February 1947, Lord Piercy, 
Chairman of the Industrial and Com- 
mercial Finance Corporation, ob- 
served that a case frequently met is 
“that of people who want to start a 
business but have no _ capital”. 
Although he does not say so explicitly 
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it would seem that such problems 
often prove to be intractable unless 
the promoter can round up some 
initial support from private connec- 
tions. 


Immobility of Funds 


The special intermediaries do not, 
as is sometimes popularly suggested, 
have unlimited resuurces; in fact 
their resources may be lacking in 
flexibility for several reasons, includ- 
ing: 

(i) The relatively long-term character of 
the lending of most of the special 
intermediaries. (Short-term advances 
are more likely to be regarded as 
within the province of the banking 
system proper or of special trade 
credit intermediaries such as the U.S. 
Export-Import Bank, etc.). 
Vulnerability of some of the inter- 
mediaries to unfavourable changes in 
the terms on which they acquire their 
own funds relative to the terms on 
which they have themselves made 
advances. 

There are at least two devices for 
overcoming the first of these difficul- 
ties. Something in the nature of a 
“revolving fund” can be produced 
either by a scheme of periodical re- 
payments of advances (the redeem- 
able preference share method with 
annual redemptions fits — into 
this picture), or by the sale by the 
intermediary to outside interests of 
its advances. This is a technique 
which has been successfully operated 
by the International Bank for Recon- 
struction and Development. On the 
other hand it could be quite unsuit- 
able in the case of advances to private 
companies where it was desired to 
retain, say, a family control. 

The second type of difficulty has, in 
fact, been experienced by some of the 
British finance corporations in recent 
years following rises in Bank Rate 
and this may have operated to lessen 
the scale of activities attempted. In 
his article on the I.C.F.C., to which 
reference has already been made, Pro- 
fessor Tew suggests that the Cor- 
poration might well adopt the prac- 
tice of arranging for the rates pay- 
able on its advances to vary 
automatically with changes in Bank 
Rate, though not necessarily in the 
same proportion. This he feels would 
be preferable to the practice which 
the Corporation has in fact adopted 
in the event of upward shifts in Bank 
Rate of “availing itself of all seemly 
opportunities for revising contracts 
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with customers so as to add an extra 
half per cent or so to the interest 
rate they had to pay”. Such a prac- 
tice may have lost the I.C.F.C. some 
well-deserved goodwill and one 
gathers that Professor Tew feels that 
it is one blemish in an otherwise 
admirable approach to the problem of 
this specialised type of industrial 
financing. 


SOME ADVANTAGES 


Many of the corporations are of 
such recent creation, and their activi- 
ties to date so confined, that it may 
be rather early to assess accurately 
their usefulness. Yet such experi- 
ence as is available suggests that, in 
spite of the limitations already men- 
tioned, a number of the corporations 
are doing useful work, and among 
the advantages which appear to 
accrue from their existence are the 
following: 


Collation of Information 


It has already been pointed out 
that the sifting and examination of 
a large volume of applications for 
finance is an expensive business. 
However, this expenditure is not 
altogether without some advantage; 
for, given a good volume of applica- 
tions, then, over time, the special 
corporation should accumulate a 
valuable pool of knowledge covering 
both general characteristics, and 
particular details, within the sphere 
of its lending. It is true that, in 
some instances, this collation of 
information may merely duplicate 
work already performed by, and 
easily obtainable from, such sources 
as financial journals, investment 
analysis services, and so on. But over 
an important range of lending, par- 
ticularly in the private company field, 
this duplication does not arise; for 
there are no published accounts. In 
these circumstances, the aggregation 
and classification of data by a special 
investment corporation may consti- 
tute virtually the sole pool of infor- 
mation of this kind (other than 
information known only to the taxa- 
tion autaorities). Naturally, the 
intermediary would be bound to keep 
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confidential details supplied by par- 

ticular applicants, but notwithstand- 

ing this limitation, the existence of 
the pool of information should pro- 
duce these two benefits: 

(i) Once it has accumulated some experi- 
ence, the investment intermediary 
should have a reasonable index against 
which to measure the past results and 
future prospects of new applicants. 
Although unable to disclose details of 
particular investments (except with 
the permission of the client company) 
the intermediary may be able to pub- 
lish in aggregate form information 
which is not available elsewhere. Thus, 
for example, the Industrial and Conm- 
mercial Finance Corporation, in an 
appendix to its Eleventh Annual 
Report for 1955/56, provides an inter- 
esting table showing the “Index of 
Rate of Change of Turnover and Profits 
Amongst Companies of Medium Size”. 

Advisory Services 

It has already been pointed out 
that most of the special finance cor- 
porations are anxious tc avoid assum- 
ing the management function, though 
they must be prepared to intervene 
in certain circumstances. In any 
event, they remain interested, if 
apparently inactive, partners in the 
enterprises which taey help to 
finance. On occasions, and quite 
apart from intervention in pursuance 
of their legal rights, some of the cor- 
porations may be invited to take 
some, though not a dominant, part in 
management through (say) some 
representation on, or regular meet- 
ings with, the board of directors. 
Such connection may provide both 
the investment intermediary, and the 
company being financed, with a bene- 
ficial mutual exchange of informa- 
tion. In particular tae company 
being financed will have much to gain 
by utilising the special knowledge of 
the investment corporation as to the 
pattern of its capital structure and 
possible avenues of raising capital in 
the future, whether this is likely to 
take the form of further advances by 
the finance corporation or not. 

But even in cases where the invest- 
ment corporation is itself not dis- 
posed to grant an application for 
finance, it may well be in a position 
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to give helpful advice to applicants. 
This advice might, for example, take 
the form of an introduction to other 
possible sources of finance; or, again, 
for example, take the form of sug- 
gestions for improving the weak- 
nesses in the company’s structure 
which have been noticed in the 
examination of its application to the 
finance corporation. The special inter- 
mediaries should also be good sources 
of information regarding the outlook 
for particular markets, and the 
economic and financial outlook gener- 
ally. 


Marshalling Finance 


It is under this heading that the 
special intermediaries make their 
greatest contribution. Not only do 
they provide a focal point at which 
potential borrowers may foregather, 
but they provide a medium whereby 
the funds of certain categories of 
ultimate lenders can be aggregated 
and diverted to projects for which 
the funds of such lenders would not 
normally be available directly. This 


applies particularly to the ability of 
the special corporations to attract 


““ 


funds from “capital cautious” insti- 
tutional investors. In some cases, the 
presence of an official intermediary 
may help to overcome certain legal 
obstacles to particular forms of 
investment. A particularly important 
illustration of this is that whilst the 
American life offices are normally 
precluded from making investments 
outside North America, they are, in 
several key States, permitted to take 
up securities of the International 
Bank for Reconstruction and 
Development. But even where no 
legal restrictions exist, institutional 
investors, through whom personal 
savings now almost entirely flow, 
would not normally be equipped to 
deal with, nor attuned in policy to 
investments falling outside the nor- 
mal capital market. Yet these insti- 
tutions may well be prepared to sup- 
port an intermediary, in which the 
risks will be shared with others and 
Where the sifting and selection of 
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investments can be performed more 
expertly and economically through 
a centralised intermediary. 

Further, apart from the ability of 
the special intermediaries to tap 
these sources of finance, the associa- 
tion of a well regarded intermediary 
with a particular investment will 
sometimes attract other suppliers of 
finance in association with the inter- 
mediary. In short, one of the chief 
benefits which the intermediaries 
bring is taat they may lend “an air 
of respectability” to ventures which 
might otherwise be avoided by ortho- 
dox lenders. The desirability of the 
intermediaries maintaining such an 
aura of respectability underlines the 
need for them to proceed along sound 
business lines, and to build slowly 
but surely; a spate of rash or even 
unlucky investments might soon dis- 
credit the whole system. This may 
be a factor explaining in some 
measure the relative inertia of a few 
of the newer corporations. 


CONCLUSIONS 


It is possible to exaggerate both 
the current importance and the 
future usefulness of the _ special 
investment intermediaries which 
have grown up in the post-war 
period. In particular, they do not 
represent unlimited pools of new 
finance for developmental purposes; 
rather they represent a more efficient 
marshalling of existing finance. Nor 
do they represent some easy answer 
to such irritations as a general short- 
age of finance in a “credit squeeze” 
or the means by which people with 
bright ideas can get a_ business 
started. There are, in fact, as we 
have seen, quite serious limitations 
to their effectiveness, and in par- 
ticular the difficulty of safeguarding 
an investment in a risky field with- 
out at the same time impinging on 
the management function. Provided, 
however, the nature of these limita- 
tions is appreciated, many of these 
newer intermediaries do seem to be 
performing useful functions within 
particular fields. 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting Principles 


In The New York Certified Pub- 
lic Accountant, April, A. C. Littleton 
writes on “The Search for Account- 
ing Principles”. He considers ac- 
counting principles simply as im- 
portant accounting ideas that have 
been compactly verbalized for con- 
venient use: firstly, as guide posts 
towards the extension of accounting 
knowledge, and secondly, as spring- 
boards for thinking toward appro- 
priate accounting actions. In dis- 
cussing the historical background he 
points out that the boom of the 
1920’s and the period of post-war 
inflation after 1945 led to dissatis- 
faction in the minds of many 
people regarding the appraisal of 
fixed assets and the related treat- 
ment of surplus. He describes 
briefly some of the effects of 
this dissatisfaction as disclosed by 
the recommendations of various 
American accounting authorities, re- 
lating chiefly to the need for dis- 
tinguishing between “capital sur- 
pluses” and the estimation of income 
available for distribution. He takes, 
as an example of the difficulty of 
formulating accounting principles, 
the problem of the impact of price 
changes, and discusses in some de- 
tail the current state of American 
thought on this problem. In brief, it 
would appear that this would limit 
the values quoted in financial state- 
ments to unamortized costs, with 
the recommendation that, in order to 
maintain full disclosure, supple- 
mentary reports showing any im- 
portant effects of price changes 
should also be presented. 
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Accounting Procedures 


In the N.A.A. Bulletin, April, 
E. G. Seovil describes in great de- 
tail the accounting practices of an 
American trade union. 


Accounting Records 


In The Accountants’ Journal 
(U.K.) for April, L. A. Lynch writes 
of his experience in operating suc- 
cessfully, over a five year period, an 
accounting system in which shillings 
and pence are eliminated at the 
earliest possible stage. He quotes 
examples showing the economies 
which may be achieved by use of this 
system. 


Accounting Reports 


The part the accountant should 
play in providing information for 
use in collective bargaining with 
trade unions is described by W. H. 
Voigt in the N.A.A. Bulletin, April. 


Analysis and Interpretation 


In discussing “The Use of Account- 
ing Ratios” in The Accountant, 
April 19, E.H. Davison warns against 
the production, in an age of automa- 
tion, of masses of unusable informa- 
tion merely because the data can be 
easily produced; he also stresses the 
point that accounting ratios are not 
the only ratios used by managers. 
The primary accounting ratio for 
managerial use is the return on 
capital employed, but the term 
“capital employed” has meaning only 
for the purpose for which the ratio 
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is computed and may be interpreted 
differently according to context and 
circumstances; most important is to 
have a basis of comparison, either in 
previous performance or in other 
comparable enterprises. 


Capital Management 


J. A. Scott, “The Economics of 
Plant Replacement,” The Cost Ac- 
countant, April, examines the help 
which management may obtain from 
approaching the problem of plant 
replacement by trying to establish 
the limiting factor in the future 
situation, such as a shortage of raw 
materials or inadequate distribution 
channels for the finished product. 
He then considers the value of the 
“pay off period” method and the dis- 
counting of future returns as 
methods of evaluating plant invest- 
ments, and studies the distinction be- 
tween “return” and “additional re- 
turn” and their relationship with 
“cash reinvested” and “capital em- 
ployed”’. 


Direct Costing 


W. A. Thorn, in the N.A.A. Bulle- 
tin, April, describes a conversion 
from conventional to direct standard 
costs. The technical or procedural 
differences were found to be slight, 
the managerial gains great. 


In the same issue, two separate 
papers by C. Reitell and E. G. Cox 
deal with the application of variable 
costs and break-even analysis to pro- 
fit planning and other management 
problems. 


Education 


Writing on “Education, Profession 
and Public Affairs”, in The Journal 
of Accountancy, April, Dr. Earl J. 
McGrath, a former university pre- 
sident and U.S. Commissioner of 
Education, suggests that concentra- 
tration by professional groups on 
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technical aspects of education at the 
expense of the humanities has re- 
acted to the detriment of the profes- 
sions themselves. He argues that if 
the members of a profession wish to 
attain positions of leadership and re- 
spect in the community, their profes- 
sional education must include the 
humanities as part of an integrated 
programme. 


Two points of view on “Training 
for an Accounting Career” are given 
in papers reprinted in the April is- 
sue of Accounting Review. Paul E. 
Nye, a public accountant, expresses 
his views as a practitioner while 
those of the academic are provided 
by Charles T. Zlatkovich. The im- 
portance of education for the profes- 
sion is also stressed by R. Warner 
Ring in his discussion of “Current 
Developments in the Public Account- 
ing Profession”, which appears in the 
same journal. 


Governmental Accounting 


“A Tentative Statement on Gov- 
ernment Accounting,” issued by a 
committee of the American Account- 
ing Association appears in the April 
issue of Accounting Review. The 
statement mentions three significant 
changes in concept in regard to finan- 
cial administration of governmental 
units: 


(a) greater recognition that finan- 
cial management must be an in- 
tegral part of total management 
at each level to be effective; 


(b) greater emphasis on the inter- 
relationships of programming, 
budgeting, accounting and report- 
ing; and 


(c) greater awareness and accep- 
tance of the need for variable pat- 
terns of accounting compatible 
with assignments of managerial 
responsibility and the type of op- 
erations being conducted. 


525 





The chairman of the committee, 
Howard W. Wright, in a separate 
article, discusses some of the im- 
portant methods and objectives in 
accounting for governmental institu- 
tions. 


Holding Companies 


An interesting article is contri- 
buted by David J. Bogie in “Some 
Controversial Points on Group Ac- 
counts”,. The Accountants’ Maga- 
zine, April. Initially he outlines 
some means of simplying the pre- 
paration of group accounts and con- 
cludes by discussing features such 
as the treatment of goodwill on in- 
corporation, provisions and reserves 
and the treatment of pre-acquisition 
profits where control is acquired by 
purchasing blocks of shares over a 
period of time. 


Internal Auditing 


In The Internal Auditor, March, 
William J. Shea analyses nine cases 
of fraud. After stating the general 
rule that the best way to prevent 
fraud is to hire only honest people 
and then to help keep them honest by 
an adequate system of internal con- 
trol and audit, he lists his cases, re- 
lating to a wide variety of industries, 
showing the method of defalcation, 
the way in which it was discovered, 
and comments on methods of preven- 
tion. 


The Australian and American 
viewpoints on the role of the internal 
auditor are presented by R. A. Irish 
and W. A. Walker, respectively, in 
The Internal Auditor, March. Irish 
points out that, while the role of the 
internal auditor may be said to be 
probative and corrective, there is a 
broader responsibility for the sup- 
port of management and the promo- 
tion of good organisation. He then 
discusses the dual relationship of 
the internal auditor to the ex- 
ternal auditor and to management. 
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Walker also analyses this dual re. 
sponsibility, and stresses the difficult 
problem of allowing an employee suf- 
ficient independence to provide man- 
agement with an objective review of 
business controls and performance. 


Inventory Control 


In the N.A.A. Bulletin, April, J. J. 
Cooper describes how a paper com- 
pany greatly improved the accuracy 
of its monthly work-in-process fig- 
ures and at the same time reduced 
the frequency of physical inventories 
from monthly to quarterly. 


Office Management 


The possibilities and advantages of 
micro-filming are pointed out by 
Harold R. Clothier in “Micro-film- 
ing in Office Administration’, an 
article in The Accountant, April 26. 
He describes its application to an 
invoice and order system and indi- 
cates other possible applications to 
business records. 


Payroll 


A short note by R. C. Voght, in 
the N.A.A. Bulletin, April, outlines 
a method of preparing a payroll 
without coins. The amount neces- 
sary to make up a man’s pay to the 
next highest amount payable in notes 
is added to his pay one week and sub- 
tracted the next week. Worthwhile 
time savings are claimed. 


Price Level Changes 


The Journal of Accountancy, April, 
contains a report on an “Opinion 
Survey on Price-Level Adjustment 
of Depreciation”, conducted by the 
technical services department of the 
American Institute of Certified Pub- 
lic Accountants. It indicates that, 
if an acceptable measure were avail- 
able, a majority of the business excu- 
tives and educators who replied to the 
questionnaire sent out by the de- 
partment favoured showing in some 
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appropriate manner the current 
dollar cost of depreciation. Such dis- 
closure should be made in statements 
supplementary to the financial state- 
ments. 


Seasonal Business 


“Better Accounting for Fixed Ex- 
penses in a Seasonal Business” is re- 
commended by P. Kreger in the 
N.A.A. Bulletin, April. More realis- 


tic accounting results were obtained 
by allocating the total fixed-expense 
budget for a year to the various 
months in proportion to the budgeted 
production for each month. 


Small Business 


In the N.A.A. Bulletin, April, C. O. 
Wellington discusses the application 
to small business of such techniques 
as control accounting, budgeting, and 
standard costing. In the same issue, 
I. P. Berst presents a detailed case 
study of accounting for two small 
companies employing a total of less 
than 50 people. 


Statistical Techniques 


Two companionate articles in The 
Journal of Accountancy, April, ex- 
plore some of the difficulties in the 
application of statistical methods to 
auditing problems. In “An Account- 
tant Looks at Statistics,” by H. P. Hill, 
the author points out that auditors 
do not always have to deal with a 
homogeneous population of items 
from which to select samples for 
testing, and cites some specific prob- 
lems which cannot be resolved by 
routine sampling methods. In the 
other article, “A Statistician Looks at 
Accounting,” H. Atkin recognises that 
these special problems exist, but sug- 
gests that, with increased coopera- 
tion, many of these problems can be 
solved statistically and that statis- 
tical techniques can be developed for 
effective combination with the audi- 
tor’s judgment. 
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Integrated Data Processing 


A note in The Accountant’s April 
20 issue refers to the installation of 
a computer by Norwich City Council, 
and comments on the operations 
which it is performing. 


In The Controller, April, Howard 
S. Levin and Dudley E. Browne con- 
tribute articles on “Systems Planning 
for Computer Application” and “The 
Future of the Programmer” respect- 
ively. These articles should prove of 
value to those interested in the appli- 
cation of electronic computers to the 
service of management and in the re- 
sultant reorganisation of accounting 
systems. 


In an article entitled “Automation 
in Accounting Systems”, The Ac- 
counting Review for April, A. E. 
Carlson examines some of the charac- 
teristics of the electronic computer, 
and mentions the accounting tasks 
which it can perform. The writer 
suggests certain problems that would 
be encountered in its installation. A 
drastic change in management think- 
ing as to the function of an account- 
ing and reporting system is forecast 
as the most important impact of elec- 
tronic computers in accounting sys- 
tems. 


Decimalisation of the Coinage 


An article in The Accountant, 24 
August, discusses the advantages 
and disadvantages of decimalisation 
of the entire British system of 
weights and measures, with special 
regard to the currency as an easy 
first step in the right direction. 
There is evidence of due regard to 
the need for uniformity throughout 
the sterling area and conformity with 
the best practices of the present 
“decimal” area. The interest of 
Australia in the matter, and the 
necessity for agreement and com- 
mon action by the British Govern- 
ment at present contemplating the 
change, is considered. 
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APPLICATIONS OF STATISTICAL METHOD 


By F. K. WRIGHT 


E keeping of a perpetual inven- 

tory of materials, supplies, or 
merchandise is common practice 
nowadays. Under this system, a 
quantity record of every stock item 
is kept, and regular check counts are 
undertaken throughout the year by 
the store staff or by a team of inde- 
pendent stock checkers. 


Where this system operates, stock 
balances for yearly and monthly ac- 
counts are generally taken from the 
stock ledger, which either incorpor- 
ates or is reconciled with the quan- 
tity records constituting the perpet- 
ual inventory. A complete simul- 
taneous physical inventory of all 
stocks is taken only at intervals of 
several years, if at all. 


Considerable reliance is thus placed 
by the accountant on the stock re- 
cords, and naturally he takes a lively 
interest in their accuracy. He usually 
insists on every stock item being 
counted at least once in every twelve 
months; sometimes the policy is to 
check each item every six months. 
Different cycles may be set for differ- 
ent classes of stock items, according 
to their value or ease of disposal. 


The basis of all these rules, how- 
ever, is quite arbitrary; and it can 
be shown that the usual requirement 
of a twelve-monthly cycle may lead, 
in the case of a large well-run store, 
to more work than is economically 
justified. 


In this article, it will be shown 
how statistical method may be used 
to limit the amount of stock checking 
to the minimum necessary for ade- 
quate control. The term “stock audit” 
will be used to describe special check 
counts under the direct supervision 
of the internal auditor or accountant; 
“stock checking” will refer to the 
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6 ie is the second of a series of 
articles to be published in “The 
Australian Accountant’ to illustrate 
the application of statistical techni- 
ques to some problems. They do not 
purport to explain the mathematical 
theory behind the techniques, which 
can be found in the standard texts. 





routine counts made by store staff or 
by full-time stock checkers. It is 
suggested that stock audits, statistic- 
ally planned, should be used to assess 
the adequacy of stock keeping and 
checking procedures. 


First of all, it is necessary to set 
standards of accuracy. These will 
vary from item to item, according to 
value, negotiability, and ease of 
counting. For some items, a varia- 
tion of up to 10% between physical 
stock and book stock might be per- 
mitted; in the case of other items, 
management might insist that they 
should be “spot-on”. (Any tolerance 
limits would, of course, be kept secret 
from the people responsible for the 
physical handling of the goods.) 


Next, it must be determined what 
proportion of acceptable counts con- 
stitutes satisfactory performance, 
and what proportion would be un- 
satisfactory. It might be decided 
that stores performance would be 
satisfactory if 97% of items were 
within the permitted range of varia- 
tion, and that performance would be 
unsatisfactory if that proportion fell 
to 90%. 

It may then be calculated statistic- 
ally that a stock audit sample should 
consist of 140 stock items selected at 
random from the whole range. If in 
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such a sample the number of, items 
falling outside the error tolerance is 
eight or more, we can be 95% confi- 
dent that performance is below the 
“satisfactory” level. If the number 
of incorrect items is seven or less, 
we can be equally confident that per- 
formance is better than the “unsat- 
isfactory”’ level. 


If the stock audit indicates per- 
formance below the “satisfactory” 
level, a broad review of the situation 
should be made. Stock keeping and 
recording procedures should be ex- 
amined, and the quality and training 
of store personnel should be re- 
viewed. If the people and procedures 
are reasonably good, it may be that 
the variation tolerances are unreas- 


onably tight, and could be relaxed 
somewhat. Only as a last» resort 


should an increase in the stock check- 
ing staff be recommended. 


Conversely, if successive stock 
audits regularly show a high level of 
performance, a reduction in the 
checking staff should be considered. 


Under the most favourable cir- 
cumstances, a monthly stock audit of 
140 items might suffice to assure 
management each month that the 
prescribed standards of accuracy 
were being maintained. Thus ade- 
quate control could be achieved by 
check counting fewer than 2000 items 
a year, irrespective of the total num- 
ber of items carried. 





REGISTER OF MEMBERS 


Listing the names of members of the 
Australian Society of Accountants and of 
The Australasian Institute of Cost 
Accountants who have been advanced 
recently in status with the names of new 
members and those whose names for 
various reasons have been removed from 
the registers. 


Australian Society of Accountants 


VICTORIA 
Removed from Register—Deceased: Fis- 
cher, H.; Stevenson, G. I. Resigned: Ben- 
nett, M. M. (Mrs.); Declerck, J. O. 


NEW SOUTH WALES 

Provisional Associates: Astill, E. G.; 
Ball, R. G.; Brindley, I. A.; Henderson, 
D. D.; Hendrie, I. K.; Hutchinson, E. C.; 
Joseph, R. H.; Kent, W. G.; Kirkham, 
R. G.; Larkin, J. T.; Majsay, O.; Marsden, 
I. B.; Murphy, M. J.; Oesterheld, K. G.; 
Pike, J. T.; Robinson, C. J.; Wellings, R.; 
Zeckendorf, O. 

Associates: Beattie, I. M. (Mrs.); Brent, 
A. L.; Curlewis, J. C.; Danilo, V.; Dono- 
van, R. J.; Doust, G. McL.; Fegan, P. J.; 
Haigh, J. M.; Horninge, O. E.; Lane, W. 
L.; Luscombe, J. B.; Mitchell, R. B. R.; 
Ryan, P. G.; Standish, P. E. M.; Witt, 
J. S.; Wotherspoon, F. T.; Zoellner, K. 

Advanced to Associate: Agoston, P. G.; 
Bailey, D. A.; Bladwell, C. W.; Heath, 
J. F. T.; Logue, L. J.; Sampson, R. G.; 
Sutcliffe, J. R. 

Advanced to Fellow: Lord, G. A. 


The Australian Accountant, October, 1958. 


Removed from Register—Deceased: 
Thackray, W. N.; Walsh, J. J. Resigned: 
Holden, B. W.; Webb, E. 8S. 


QUEENSLAND 

Associates: Banner, C. A.; Gibson, B. C.; 
Grimley, N. K.; Ray, G. H. C.; Stephen- 
son, A. E.; Taylor, C. H.; White, J. W. 

Removed from Register—Deceased: 
Wrench, R. J. 

WESTERN AUSTRALIA 

Associates: Clarke, C. G.; Robinson, 
D. R.; Underhill, G. B. 

Advanced to Associate: 
ham, K.; Wall, P. L.. 

Removed from 
Jukes, J. V. 

SOUTH AUSTRALIA 

Associates: Brown, C. J.; Claridge, R. 
G.; Gates, H. J.; Gibson, R. H.; Hajek, 
P. R.; Read, C. C.; Scanlon, R. F.; Wal- 
lage, N. G. 

Re-admitted as Associate: Ward, P. G. 

Removed from  Register—Deceased: 
Stodart, R. A 


Kulaveerasing- 


Register—Deceased: 


TASMANIA 
Advanced to Associate: Proverbs, B. C.; 
Tallboys, R. G 
Removed from Register—Deceased: Tap- 
ping, H. C 
OVERSEAS 
Associates: McColl, G. D.; Ng, C. K.; 
Ng, T. C.; Whatmore, P. W. 





RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.A., LLB, 


Registered Title Defeasible 


In the Victorian case of King 
v. Smail (1958) A.L.R. 677, 
Adam, J., had to consider the 
“far reaching question” whether 
a volunteer—not a purchaser for 
value—who becomes registered 
as the proprietor of land under 
the Transfer of Land Act 1954 
(Vic.) acquires a title free from 
equities which affected his trans- 
feror. 


The facts were these. A husband 
and wife were joint tenants of cer- 
tain land, and by a transfer dated 
24 July 1956 the husband trans- 
ferred to the wife his estate or 
interest in the land by way of gift. 
About three weeks later (on 17 
August) the husband executed a deed 
of arrangement under Part XII of 


the Bankruptcy Act, by which he 


assigned to a trustee “All the 
property specified in the first and 
second parts of the first schedule 
‘thereto’ and all other property of 
which the debtor . . . is possessed or 
to which he . . . is entitled legally or 
equitably in possession . . .”, but 
there was no reference to the hus- 
band’s interest in the land trans- 
ferred to the wife. The deed was 
registered under the Bankruptcy Act 
on 28 September, and on the same 
day the transfer of the land to the 
wife was also lodged for registration 
at the Titles Office. The trustee 
under the deed later lodged a caveat 
claiming an equitable interest in the 
land, but this was too late to prevent 
the registration of the transfer in 
favour of the wife. However, the 
caveat would have held up any deal- 
ings with the land by the wife, and 
she sought to have it removed. 


In these circumstances, the ques- 
tion was whether the trustee under 


530 


the deed had an interest in the land 
of such a nature as to take priority 
over the registered title of the wife, 
His Honour held that the trustee did 
have an interest in the land, despite 
the omission of the deed of arrange- 
ment to refer to the land at all, and 
further, that the fact that the wife 
had become the registered proprietor 
of the land did not override the 
trustee’s interest. Had the wife been 
a purchaser for value, the position 
would have been different, because 
registration would have given her an 
indefeasible right notwithstanding 
any infirmity in her transferor’s 
title, but as she was a mere volun- 
teer, she acquired a title subject to 
equities affecting her husband’s title. 

Consequently, as against the wife 
the trustee in bankruptcy was en- 
titled to an interest in the land in 
question. 


Balance Sheets and the Statute of 
Limitations 
If a company owes money toa 

creditor, and the debt is statute 
barred, does the company, by 
acknowledging that debt in its 
published balance sheets, give a 
written acknowledgment of the 
debt sufficient to take it out of the 
Statute of Limitations and to 
cause time to start to run all over 
again from the date of the bal- 
ance sheet? 


In Re Coliseum (Barrow) Ltd. 
(1930) 2 Ch. 44, Maugham, J., took 
the view that other things being 
equal a statement in a company’s 
balance sheet that a company owed 
a specific amount to a shareholder to 
whom the balance sheet was sent in 
the usual way would constitute a suf- 
ficient acknowledgment. This prin- 
ciple, however, he declined to apply 
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Recent Commercial Publications. . . 


The Australian Shareholders’ Guide 


R. Keith Yorston, 

The author, in this book, explains in simple 
language many matters of direct interest to 
all concerned with the investment in shares in 
companies, especially those listed on the Stock 
Exchange. 

He describes how to become a shareholder; 


what a share ina company is; the rights and 
obligations of a shareholder; as well as giving 
useful and profitable information to share- 
holders generally. Stock Exchange terms are 
defined and annual reports and balance sheets 
of companies are explained and illustrations 


given. 18/- 


Commercial Credit in Australia 


Samuel W. Male 
The purpose of this book is to give friendly 
and constructive counsel to those seeking en- 
lightenment in the application of the now 
highly specialised subject of commercial 
credit, and it is directed to those young in 
experience in credit work and who are anxious 


to alter their status beneficially to both them- 
selves and the employers. In the belief that 
study and the development of positive thinking 
will do much to elevate them from routine 
clerks to creative specialists, a careful study 
of the subjects treated in this book is recom- 
mended. £1/15/- 


Inflation and Company Finance 


Professor R. L. Mathews and 
John McB. Grant 
There has been general agreement about 
the consequences of using conventional 
methods of accounting during inflation but 
acute controversy about the remedial action 
that ought to be taken. It is believed that the 
argument presented in this work constitutes 
a new approaeh, which should be generally 


acceptable to the accountancy profession and 
the business community. The approach does 
not represent any special pleading for sec- 
tional interests. However, it is believed that 
the policy recommendations made will not only 
assist the individual firm but will contribute 
to the maintenance of stability and efficiency 


in the national economy. 
Grant. £2/2/- 


Accounting and Action 


Associate Professor R. J. Chambers 


The purpose of this book is to present 
accounting as an aid to informed action. It 
proceeds from the simple case of the financial 
affairs of persons to those of business firms 
and finally to those of governments and of 
whole communities. The focus of attention 
throughout is the set of aims of the persons 


and groups of persons considered. Having 
stated the aims, the ways in which financial 
information is classified, summarised, analysed 
and used in their pursuit are described. 
Accounting techniques are explained in 
sufficient detail to indicate the nature and the 
limitations of the information which financial 
summaries contain. £1/7/6. 


THE LAW BOOK COMPANY OF AUSTRALASIA PTY LTD. 


146 Phillip Street 
SYONEY 
BW 8041 


456 Little Collins Street 
a= 


21 Adelaide Street 
BRISBANE 
2 - 8882 
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why it’s- 
good business 

to pay by 
eka. cheque 


IT’S QUICKER! 
Did you ever stop to think how much time you lose when you are 
out paying bills? Dropping your E. S. & A. cheques in the 
post is one sure way to add to your leisure time. 


IT’S EASIER! 


You don’t have to wait for change or receipts when you pay by 
E. S. & A. cheque. You can write out your cheques at home or 
at the office then post them next time you go out. 


IT’S SAFER! 


There’s no doubt about payment when your bills are paid by 
E. S. & A. cheque. Your cheque butts tell instantly to whom, 
when and for how much. 


IT’S SMARTER! ? 
It’s smart and modern to have your own E. S. & A. cheque 
account—it looks right and it is right. When you pay by cheque 
you become better known in the business community. 


THE ENGLISH SCOTTISH & AUSTRALIAN BANK LTD 


(incorporated in England) 


® Established for 105 years 


N.B. IT’S SIMPLE TO START! 


Your local E. S. & A. Bank manager will be happy to receive a visit 
from you. You will learn then just how simple it is to open, and to 
operate, an E. S. & A. cheque account. 


——— 
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to the case then before him, because 
the creditors concerned were direc- 
tors of the company and, when sign- 
ing the balance sheets (as the Com- 
panies Act required them to) they 
were interested in the matter. They 
therefore could not rely on the 
balance sheets as constituting the 
necessary written acknowledgments. 


On the other hand, in Jones v. Bell- 
grove Collieries (1949) 2 All E.R. 
198—a decision of the Court of Ap- 
peal—balance sheets were held to 
constitute a sufficient acknowledg- 
ment of an otherwise statute barred 
debt. But the situation was different. 
The creditor there was a shareholder 
of the company, and not a director, 
and the balance sheet in question was 
sent to him in the usual way. There 
was no difficulty there in holding that 
when signing the balance sheet in 
compliance with the Companies Act 
the directors could properly be re- 
garded as signing as agents for the 
company. The balance sheet in that 
case, too, was signed by the com- 
pany’s accountants, who signed as 
agents for the company, and this fact 
was relied on by the applicant in the 
recent case of Re Transplanters 
(Holding Company) Ltd. (1958) 2 
All A.R. 711. 


The company was ordered to be 
wound up, and the applicant sought 
to prove in respect of a substantial 
loan made to the company some time 
previously. The liquidator rejected 
the proof on the ground that the debt 
was statute barred. However, the 
company’s balance sheets for 1951 
and 1953 acknowledged the debt, and 
the applicant sought to say that this 
fact took the matter out of the Stat- 
ute of Limitations. 


Unhappily for him, he was one of 
the directors of the company, and 
he (with the other director) had 
signed the balance sheets concerned, 
and if the decision of Maugham, J., 
in Re Coliseum (Barrow) Ltd. gov- 
erned the case, that fact was fatal 
to his argument. So he claimed that 
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the signing of the balance sheets by 
the company’s auditors was a suffi- 
cient signature, by the company’s 
agents, for his purposes, But Wynn- 
Parry, J., took the view that, there 
being no special contract between the 
company and its auditors, the audi- 
tors were not agents of the company, 
“at any rate for the purpose of being 
able to bind the company by merely 
signing the normal certificate (sic) 
at the foot of the balance sheet.” 
Consequently, the application failed. 
Whether the position would be 
similar in some Australian States, 
in view of the special provisions deal- 
ing with regard to unclaimed moneys, 
is doubtful. In Victoria, for instance, 
Part V of the Companies Act might 
well have the result that a debt such 
as the one in question here being 
statute barred, it would have become 
“Unclaimed Moneys”, with the con- 
sequence that the claimant could 
exercise a statutory right to recover, 
e.g. out of the “Unclaimed Moneys 
Fund”—see Section 580. 


No Right of Recission 


If a purchaser is induced by 
innocent misrepresentations, 
made by the vendor, to purchase 
goods, is he entitled, once the 
contract has become executed, to 
rescind the contract? This 
question was considered by the 
Court of Appeal in Long v. Lloyd 
(1958) 2 All E.R. 403, but the 
court, in the end, found it un- 
necessary to give a firm answer 
to it, being able to support their 
decision on another ground. So 
the question is still open. 


The defendant advertised a truck 
for sale, describing it as in “excep- 
tional condition”, The plaintiff read 
this, and opened negotiations for its 
purchase. He was told on the tele- 
phone that it was “in first class 
condition”, and when he saw it the 
following day—a Saturday—he was 
assured that it was capable of forty 
miles per hour. On the following 
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Monday he took it for a trial run 
and found certain defects. The 
speedometer was not working, there 
was some fault in the accelerator, and 
the plaintiff had difficulty with the 
top gear. The defendant assured 


the plaintiff that there was nothing 
wrong with the vehicle about which 
he had not told him, and added that 
the vehicle would do eleven miles to 
Thereupon the plaintiff 


the gallon. 
bought it. 


The next Wednesday, the plaintiff 
drove the lorry some forty miles to 
pick up a load. It was a revealing 
journey. The dynamo ceased to 
function; a defective oil seal allowed 
oil to escape; there was a crack in 
one of the wheels; and the cheerful 
prophecies of the defendant as to 
the truck’s petrol consumption were 
not fulfilled, as some eight gallons 
of petrol were consumed for the forty 
mile trip. The plaintiff told the de- 
fendant of these defects, but, oddly 
enough, accepted the defendant’s offer 
to bear half the cost of fitting a re- 
constructed dynamo. Two days later 
the truck broke down on another 
journey, and other defects came to 
light—including an inability by the 
truck to attain a speed greater than 
twenty-five m.p.h.—and an examina- 
tion later on disclosed that the ve- 
hicle was not roadworthy. 


Thereupon the plaintiff sought to 
rescind the contract, but, the defend- 
ant’s representations having been 
innocently made—although they were 
untrue—the question was whether, 
the contract having been completed, 
he had any right to do so. Without 
expressly deciding whether recission 
was allowed, on the ground of inno- 
cent misrepresentation, of a contract 
for the sale of chattels passing by 
delivery once the contract has been 
completed by delivery of the chattels, 
the Court of Appeal upheld the de- 
cision of the court below given in 
favour of the defendant. A plaintiff 
who seeks to rescind must act 
promptly, and before he has accepted 
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the goods; in this case the plaintiff 
had accepted the goods before he 
purported to reject them, with the 
result that whatever right to rescind 
he might have had (iif, indeed, he 
had any such right) was lost. He 
was, therefore, saddled with a bad 
bargain. 


Limitation of Actions 


Although the decision in G, 
L. Baker Ltd. v. Medway Build- 
ing & Supplies Ltd. (1958) 2 
All E.R. 582 was largely con- 
cerned with certain of the pro- 
visions of the Limitation Act 
1939 (Eng.), the case is never- 
theless of some interest in this 
country, too, as the provisions 
of that Statute are not greatly 
dissimilar to our own local en- 
actments—indeed, the relevant 
sections of the Exglish legisla- 
tion are in the same terms as the 
corresponding sections in the 
Limitation of Actions Act 1955 
(Vic.). 


T was auditor of B Ltd., which 
company permitted him to receive 
some £80,000 on its behalf, and to 
pay that money into his own business 
banking account. In March 1950 T 
made two payments (totalling over 
£6000) by cheques drawn on this 
account to M Ltd., of which he was 
a director, and the cheques were met 
out of the £80,000 belonging to B. 
It came about that T was sentenced 
to seven years’ imprisonment for 
dealing with B Ltd.’s moneys in this 
fraudulent manner, and B _ Ltd. 
obtained judgment against him in a 
civil action. However, that judgment 
was entirely unsatisfied. 


In May 1957—more than seven 
years after the event—B Ltd. began 
proceedings to recover the £6000 odd 
from M Ltd. on the ground that with- 
out the knowledge or consent of B 
Ltd. T, fraudulently and in breach of 
trust, paid the money to M Ltd., and 
that as T was a director of M Ltd. 
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M Ltd. therefore must be taken as 
having notice of the fraudulent 
preach of trust thereby committed, 
so that it was a trustee of the money 
for B Ltd. 


M Ltd. denied that it had notice 
of T’s fraud—and in the result the 
Court held that the mere fact that T 
was a director of the company was 
insufficient to saddle it with notice 
of his fraud—and also relied on the 
Limitation Act, which bars an action 
of this kind after the expiration of 
six years from the date the cause of 
action arose. 


Danckwerts, J., gave judgment for 
B Ltd. The Limitation Act in S.19 
(1) (cf. Vie. S.21(1)) provides that 
no period of limitation applies to an 
action by a beneficiary under a trust 
if the action is one in respect of fraud 
or fraudulent breach of trust to 
which the trustee was a party or 
privy; if this provision governed the 
matter M Ltd.’s defence, so far as it 
rested on the Limitation Act, was 
bound to fail. But even if this pro- 
vision did not govern the matter, 
§$.26 of the Act (cf. Vic. S.27) was a 


further bar. By it, where an action 
is based on the fraud of the defend- 
ant or his agent or of any person 
through whom he claims or his 
agent, the period of limitation (six 
years) does not begin to run until 
the plaintiff has, or with reasonable 
diligence might have, discovered it. 
Clearly, M Ltd. claimed the money 
through T, so that the matter plainly 
fell within the Section. And since it 
was found that the earliest date on 
which B Ltd. could have discovered 
the true position was in July, 1951, 
the six years had not run out by 
May 1957 when the action was begun. 


So the defence, insofar as it rested 
on the Limitation Act, failed. B Ltd. 
was therefore entitled to succeed in 
its action; it could follow the money 
into the hands of M Ltd. and recover 
it. M Ltd.’s only way of resisting the 
claim was by showing that it had 
received the money from T (a) in 
good faith; (b) for value; and (c) 
without notice of T’s want of 
authority. Of these, it could establish 
(a) and (c) only, so that B Ltd.’s 
action could not be defeated. 





Accountancy Education In Queensland 


The Senate of the University of 
Queensland has approved of the 
transfer of matriculated students, 
both day and evening, who are en- 
rolled for the degree of bachelor of 
commerce, and day students, who 
are enrolled for the diploma of com- 
merce, from the State Commercial 
High School to the University at St. 
Lucia. It has approved also of the 
appointment of a senior lecturer in 
accountancy. Lectures in accountancy 
and commercial law will therefore be 
given in the precincts of the Univer- 
sity next year by which time a full- 
time lecturer in accountancy will 
have been appointed. For the pre- 
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sent, he will be attached to the de- 
partment of economics. 


This is a major development in the 
facilities available for the teaching 
of accountancy in Queensland. It is 
a further example of the acceptance 
of the fact that accountancy has a 
proper place within a _ university, 
where provision can be made for 
much needed research in account- 
ancy. From it should follow a 
sounder approach to the preparation 
for the growing responsibilities of 
accountants in the performance of 
their analytical, interpretative, 
managerial and consultative func- 
tions. 
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ANNUAL REPORTS 
OF COMPANIES 


A’ the beginning of his address, 
Mr. Yorston paid a tribute to 
the late Mr. John S. McInnes and his 
eulogy concluded with the following: 
“The number of men who write tech- 
nically on accountancy and secretar- 
ial subjects in Australia is, and has 
been, few. At the time John 8S. Mc- 
Innes was writing and lecturing, say 
from 1920-1945 particularly, he was 
a forceful and fearless writer and 
lecturer. In a country developing in 
the rapid manner of this land of such 
great potential, we require more men 
cast in the mould of John S. McInnes. 
By his death in September 1948, 
Australia lost a leader of the account- 
ing profession and one who did much 
to create an Australian literature on 
accountancy and_ secretaryship—a 
literature comparable with the best 
in the world.” 


If I might have a text for my 
talk, it would be the one word “Dis- 
closure’’. 


For the past 25 years, I have 
stressed the necessity for greater 
disclosure in the Annual Reports of 
Companies, particularly those listed 
on the Stock Exchanges, if we are 
to preserve the way of life we 
cherish with its free enterprise 
system. 


ANNUAL REPORT AWARDS 


Since its inception. ten years ago, 
I have had the honour of being a 
member of the adjudicating panel 
of the Australian Institute of Man- 
agement, which conducts the Annual 
Report Award* in Sydney. 





*The 35th annual report of The Leroy Manu- 
facturing Co. Ltd., Victorian manufacturer 
and distributor of women's fashion garments 
gained the Australian Institute of Manage- 
ment’s 1957 Annual Report Award. 
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XCERPTS from the “John §. 

McInnes Memorial Lecture” 
given by R. Keith Yorston, B.Com, 
F.A.S.A., F.C.LS., to members of 
the Accountants’ and Secretaries’ 
Educational Society at Brisbane on 
8 August. 





The Award has been so success- 
ful in raising the standard of com- 
pany reporting in Australia that I 
would first of all like to give you 
some details regarding it. 


Objects of the Award 


(a) To make known the important 
place of private enterprise in 
the community. 


(b) To encourage the dissemination 
to shareholders and others of 
information about the company 
activities in a form which those 
without business training can 
understand. 


(ec) To endeavour to establish bet- 
ter employee-employer relations 
by making known facts about 
the company and the financial 
results of its activities, and to 
endeavour to create employee 
pride in the company, its pro- 
ducts and the services which it 
provides. 


Method of Adjudication 


(a) The preliminary selection is 
made by the Stock Exchanges, 
who submit lists of the better 
reports to the Australian In- 
stitute of Management. 
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(b) The Steering Committee has a 
special system of marking, and 
its report is considered by the 
following panel of adjudicators. 


Messrs. Norman B. Rydge, chairman; L. 

A. McFadyen, chairman, Sydney Stock 
Exchange; Kelynack, representing 
Institute of Chartered Accountants in Aus- 
tralia; . D. Field, representing The 
Chartered Institute of Secretaries; A. E. 
Dent, representing Australian Society of 
Accountants; Fitzgerald, financial 
editor, Sydney Morning Herald; y. ¥. 
Arthur, financial editor, Sun-Herald; Dr. 
Lloyd Ross, State secretary, Australian 
Railways Union; W. Watson, chairman, 
ALM. Marketing Panel; M. Dillon, chair- 
man, A.I.M. Office Management Panel; A. 
J. Wyndham, chairman, A.I.M. Personnel 
Management Panel; R. J. Webster, C.B.E., 
president, A.I.M. Sydney Division. 


The Steering Committee com- 
prises Messrs. N. H. Griffiths, Rural 
Bank of N.S.W.; E. S. Owens; K. W. 
Steel A.M.P. Society, and R. Keith 
Yorston. 


Next year, we hope to sectionalise 
the award as follows:— 


1, Finance and banks. 
2. Mining. 

8. Public utilities. 

4. General. 


POINTS OF ADJUDICATION 


The Covers of the Report 

The outside front cover should at least 
indicate— 

The name of the company 

Annual report for . 

Notice of meeting 


The outside back cover should at least 
contain the name of the company and, if 
the company has a motif or emblem, this 
should appear on the outside back cover as 
well as the front cover. The notice of 
meeting, if included in the annual report, 
must not be hidden. 


Highlights Page (Facts at a Glance) 

This page should give the salient features 
for the year in a “pithy” form. 
Employees 

Many companies make no reference to 
rem or merely give perfunctory 

nks, 

One of the terms of the award concerns 
the supplying of information to employees. 
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Some companies have a special section 
headed “Report to Employees”. 
Charts, Graphs or Diagrams 

Some are essential for purposes of the 
award. 

Disclosure of Turnover 

Adjudicators consider disclosure essen- 
tial—wide ramifications of holding com- 
panies sometimes make this difficult. Ratios 
impossible without disclosure. 

Leroy Manufacturing Co. Ltd. turnover 
decreasing in last four years, yet shown 
graphically and in figures in its annual 
report. 

Statement and Source of Disposition of 
Ss 

Explain use—it is a most important aid 

to those not skilled in accounting. 


Depreciation 

Difference between a provision and a 
reserve of depreciation. Total depreciation 
should be shown as well as depreciation 
for the year. Depreciation on individual 
assets should be shown. 
Typography 

Many companies could with advantage 
spend some time conferring with their 
printers instead of leaving the job entirely 
to them. 
Profit and Loss Statement 

Reasonable detail is considered essential 
—Leroy Manufacturing Co. Ltd. show a 
detailed profit and loss account each year 
as do a few other companies. 
Taxation 

Position should be clearly shown—income 
tax and land tax shown separately by some 
companies. 


Financial Statements 

The adjudicators have no preference for 
either the vertical or two-sided financial 
statements, but they like to see the work- 
ing capital highlighted. 
Explanatory Financial Statements 

A considerable aid to those not skilled in 
accounting. 

Explanatory notes to financial statements 
aid in understanding. 
Assets 

A few companies give present day value 
of assets. 
Illustrations 

Again, some almost essential—members 
like to see plant, jobs, etc. 
Future Prospects 

Some indications should be given the 
“owners” about the future. 
Products or Services 

Shareholders should be good customers. 
Comparison Figures 

At least seven years essential. 





RAPID CHANGE 


We live in a period of rapid evolu- 
tionary change—new stresses and 
new strains test our economy at 
every stage, and if there is any one 
thing which keeps the economy in- 
tact it is the accounting for the 
economy, and more particularly the 
financial reporting of the results of 
that accounting. 


Six Most Important Questions 
What are the six most important 
questions the average shareholder 
expects to find answered in an an- 
nual report ? 
1. The dividend payable for the 
year. 
2. The profit made during the year. 
3. How much the company owns 
and how much it owes and thus 
how much is left for the share- 
holders. 
The future prospects. 
. What have the auditors to report? 
. Some information about the size 
of the company, is it the largest 
or smallest in the industry, and 
what were its sales for the year? 


Shareholders not in Confidence of 
Directors 

Instances when shareholders feel 

they are not in the confidence of the 

Board— 

1. When tax provision appears to 
bear no relation to disclosed 
profits. 

(a) Some’ public companies 
show more provision than 
profits. 

(b) Accountants can work back 
from provision, if correct, 
to profits —so why not dis- 
close? 

. Take over bids 35/- for shares 
selling at 25/-. 

. Except in unusual cases the turn- 
over should be disclosed. 

. When no indication is given re- 
garding future prospects. 


Reports 


Quarterly and half-yearly re 
ports must be comparative—reports 
less than yearly can be misleading— 
because of seasonal conditions. 


Many employees become share 
holders through superannuation 
schemes which hold shares in the 
company and they are keen to know 
the results for the year. 

Are directors making it clear to 
shareholders what happens if 4 per 
cent. or 5 per cent. yearly inflation 
continues? 


A balance sheet is not a valuation 
statement, and different profits may 
be shown by different accounting 
techniques—for instance by valua- 
tion of stock. 


Reports should show an operating 
statement and source and employ- 
ment funds statement. 


To ascertain shareholders’ wishes, 
I conducted a survey of some thous- 
ands of shareholders, and after per- 
using the thousands of replies to 
the questionnaire, I arrived at the 
following conclusion :— 


1. Shareholders desire to know 
more about the company and its 
products, for they feel they can 
assist in increasing the com- 
pany’s turnover if they have 
such information. 


. Annual meetings of companies 
are held at a time when a large 
proportion of members cannot 
reasonably attend. Employees, 
self-employed persons and pro 
fessional people cannot, for in- 
stance, normally attend 4 
company meeting held during 
ordinary business hours. 


. It is a general impression that 
a company meeting is only 3 
brief formality, and therefore it 
is futile to attend. 


4. Many members would like to see 
a greater degree of disclosure 2 
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published financial statements 
and to see the turnover of the 
company disclosed. 


The Printing of the Annual Report 


Apart from the matter contained 
in the report, careful consideration 
should always be given to the print- 
ing of the finished article. 


Clear type should be used at all 
times in both the report and ac- 
counts. Graphs should be _ used 
wherever possible and _ careful 
thought should be given to: (a) The 
statistics which the graph is de- 
signed to illustrate, and (b) The 
form of the graph itself. 


I consider that careful attention 
should be given to the form and pre- 
sentation of the front cover of an 
annual report. Apart from comply- 
ing with the provisions of the Com- 
panies Act, the aim of the annual 
report should be to encourage the 
recipients to read the contents, and 
there is no better way of creating 
interest in the contents of any pub- 
lication than an attractive cover. If 
the company’s resources permit and 
the number of shareholders warrant 
the expense, colour should always 
be used. 


Publication of the Chairman’s 
Address 


Many companies. publish the 
chairman’s address in the daily 
papers and the financial journals. 
Usually the address is lengthy, and 
printed in small type. I often won- 
der who, other than the chairman 
and his immediate friends, read 
these statements. Personally, I 
much prefer a statement in the form 
of highlights from the chairman’s 
report. 


Probably one of the greatest de- 
fects of the joint stock company 
system of business proprietorship is 
the lack of co-operation between the 
hundreds, and in many cases thous- 
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ands, of people who are the holders 
of shares in any particular company. 


Although for many years it has 
been a feature of each new Com- 
panies Act enacted to increase the 
degree of control exercised by the 
members of a company over the 
directors and management of com- 
panies, there still exists, however, a 
great lack of interest by the main 
body of shareholders in the affairs 
of companies—a lack of interest 
which boards of directors, in their 
own interests should endeavour to 
change. 

In most companies the _ share- 
holders are presumably forced to 
place almost implicit trust in the 
directors and management. 


A shareholder, however, should be 
educated to regard his shareholding 
as something different from, say, 
money in the bank; he should look 
at it as something that represents 
ownership and of having some de- 
gree of control of that which he 
owns. 


Often money is invested in the 
shares of a company without any 
thought of being interested in the 
activities of the company. A duty 
and a moral obligation is thus cast 
upon directors of seeing that share- 
holders are given as much informa- 
tion as possible. A yearly survey is 
not enough. 

The directors’ report should be a 
source of information about the 
company; it should be a document 
that the member will want to keep 
for reference purposes. It is the 
members’ “year book” and thus it 
must contain sufficient information 
to enable a good general understand- 
ing of the company’s affairs to be 
obtained. 

The report should provide enough 
data upon which to form an opinion 
as to the wisdom of investment in 
the company. 

Shareholders are entitled to ask 
whether they have had adequate 
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disclosure made to them when they 
receive a “take-over” bid from an- 
other company of an amount con- 
siderably in advance of the figure at 
which the shares have been selling 
on the market. 


The progress of the company and 
the development of its resources 
should be explained and reference 
made to any abnormal happenings 
during the accounting period just 
closed. 


Some observations on the outlook 
for the coming year are generally 
appreciated by members. Obviously, 
the dividend recommended by the 
directors will be stated, together 
with details of any movements in 
reserves and provisions. 


Reference to the taxation position 
of the company is important. So too, 
are the effects on the company of 
tariff and economic changes. Some 
companies show a tax provision 
nearly as great as (a few even 


greater than) their disclosed profit. 
Shareholders in such companies ask 
—are they being taken into the con- 
fidence of the board? 


As the average person finds the 
financial statements of companies so 
unintelligible the annual director- 
ate report should, among other 
things, thoroughly and yet suc- 
cinctly explain the company’s finan- 
cial position. 


The outstanding feature of the 
majority of published financial 
statements is the paucity of informa- 
tion supplied. Whilst in many cases 
it may be undesirable to supply com- 
plete details that would afford vital 
information to members, it is gen- 
erally conceded that caution is 
carried too far and that more in- 
formation should be supplied so that 
members may trace the progress of 
the company. 


A pleasing and informative feat- 
ure of reports in recent years is the 
increasing use of photographs, pic- 
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torial charts and graphs to illumi- 
nate the printed work. Many com- 
panies convey information as to the 
company’s progress and also its 
financial data in this manner. 


Another feature which assists the 
member in interpreting the direc- 
tors’ annual report is the practice 
of sending to all members, after the 
annual general meeting, a printed 
copy of the chairman’s speech, and 
in a few cases a report of the pro- 
ceedings at the meeting. The share- 
holder is made to feel he is part of 
the company. This procedure is to 
be recommended in companies in 
which only a small proportion of 
members can or do attend the an- 
nual general meeting. 


To make the annual report of the 
directors useful not only to the 
trained analyst but to the reason. 
ably intelligent businessman is no 
easy task. It is, however, a task 
which all the members of the board 
must shoulder. 


Boards must remember that the 
present shareholder is the best 
potential supplier of further capital 
—thus he should be cultivated, par- 
ticularly in the present era of an 
Australian-wide shortage of capital 
for development. 


Finally 

The publication of well-prepared 
annual reports can be of great value 
to Australia. Firstly, they inform 
the uninformed and encourage Aus- 
tralians to invest in sound securities 
in Australia, thus contributing to 
the growth of the nation. Secondly, 
it must be remembered that many 
of the reports and accounts of our 
large companies are circulated 
throughout the world, and, if well 
prepared, they will enhance the 
reputation of Australia and, while 
so doing, assist in attracting over- 
seas capital to Australia—if they 
indicate that Australia has a good 
climate for investment. 
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BOOK REVIEWS 


Accounting and Action, by R. J. Cham- 
bers. 248 pp. Law Book Co. of Aus- 
tralia Pty. Ltd. (Price 27/6.) 


Accounting and Action was adjudged a 
“meritorious contribution” by the panel 
of judges appointed by the Australian 
Society of Accountants to decide the 
winner Of the Society’s Treatise Award, 
which embraces consideration of Aus- 
tralian accounting publications issued dur- 
ing the past five years. Although this is 
no small honour, the term “meritorious 
contribution” might be mistaken as rather 
wild praise for what I regard as another 
outstanding publication by Associate Pro- 
fessor R. J. Chambers. 


The conventional introduction to ac- 
counting has been through the presenta- 
tion of pen and ink book-keeping for a 
merchandising firm with all its accumulat- 
ing media, posting procedures, dates and 
fhlio numbers providing the normal dis- 
tractions from the basic statistical device 
—double entry—and with little attempt 
being made to evaluate the accounting 
principles involved. The matching pro- 
cedure is taken for granted and there is 
little reference to situations in which it 
would not be employed. I am not suggest- 
ing that record keeping is unimportant, 
tut rather that it is more easily and 
quickly learned once its purpose has been 
eppreciated. “Early pre-occupation with 
technical procedures limits the develop- 
ment of understanding and perspective” 
says Professor Chambers, and in this he is 
in agreement with an increasing body of 
American thought as illustrated by a few 
of their recent publications which have 
sught improvement in either of two main 
uirections. 


In the case of introductory texts de- 
signed for terminal courses there has been 
ss emphasis on detailed procedures and 
more reference to conventions, doctrines 
«nd authoritative statements on account- 
ing principles. In one or two other cases 
’ considerable portion of the text is 
evoted to management accounting. This 
represents a belated recognition by a few 
«countants of the fact that two-thirds of 
their number are engaged in industrial ac- 
counting, where their interests extend 
yond the historical records. 


The author of Accounting and Action 
longs to neither of these categories. 
The book’s title would suggest that he may 
have belonged to the second group and yet, 
cept for passing reference, he does not 
tal with project planning, period budgets 
i the control objectives of accounting. He 
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limits himself to the historical records and 
shows how they may be best adapted to 
management needs. 


After all, you do not put your historical 
records in order by considering the non- 
historical forms of accounting, but you 
may effect some improvement in your 
fancial records if you do consider the 
ae! se for which they are required. This 
eads to the further point that the author 
has not attempted to elevate the conven- 
tions and doctrines to a position where 
they come to be regarded as the basic 
tenets of a philosophy of accounting. In- 
stead, he has taken the view that account- 
ing is a service function and that its basic 
principle is its relativity or its need to 
tailor systems, costs and figures to the 
purpose they are intended to serve. 


While other texts try to limit themselves 
to little more than a merchandising busi- 
ress application of accounting, this author 
delights in the diversity of his illustra- 
tions. The book “proceeds from the simple 
case of the financial affairs of persons to 
those of business firms and finally to those 
of governments and of whole communi- 
ties”. The breadth of coverage is best 
indicated by listing the main chapter 
topics: Households, Sole Proprietorships, 
Multi-Operational Firms, Companies, 
Liquidating and Non-Commercial Ven- 
tures, Instability of the Accounting Unit, 
Processes and Products, Banks, Govern- 
ments, International Transactions and 
Nations. 


The author finds that he is better able 
to teach the principles of accounting by 
reference to the great variety of situations 
in which accounting is employed. He pro- 
vides situations in which income deter- 
mination is important and others in which 
it has no place or is of secondary im- 
portance alongside stewardship or the need 
to maintain liquidity. He takes cases 
where the maintenance of a given money 
fund should be the object of accounting, 
and others in which it is real capacity 
that should be maintained intact. This 
leads to the presentation of a simple 
method of recording price changes. 


It is amazing how much real account- 
ancy has been covered in this small book. 
The sixteen page section on processes and 
products is a simple and yet concentrated 
presentation of more true costing thought 
than is contained in many books dealing 
exclusively with cost accountancy. The 
chapter on government accounting is the 
first text-book reference with which our 
students have been provided. In one sense 
it is unfortunate that it should have em- 
Eloyed a classification that suits social 
accounting. The stewardship notion men- 
tioned in the text would have been better 
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illustrated by the departmental classifica- 
tion of the budget. 


It is most refreshing to find an account- 
ing author with the awareness and the 
ebility to relate his accounting to the 
social, economic, financial and management 
needs of the community. It is not surpris- 
ing, either, that Professor Chambers 
should have brought his accounting enti- 
ties together in the social accounts. This 
subject is not just of academic interest. 
Social accounting has been a subject in 
every executive programme with which I 
have been associated. It provides the 
background of business planning and is 
equally essential to the controller and to 
the public accountant who aims to provide 
management services. 


This learned little text is ideal for intro- 
ductory and terminal courses, particularly 
where the student hopes to specialise in 
economics, It should be read by all 
teachers of commercial subjects and by 
those who seek an outline of accounting 
over a wide range of the situations in 
which it is employed. Those in practice 
who wish to broaden their background 
could easily benefit from the reading of 
some chapters of this book. 


W. J. STEWART. 


The Elements of Accounting, by Professor 
L. Goldberg, B.A., M.Com., F.A.S.A., 
A.C.LS., and V. R. Hill, Dip.Com., 


F.A.S.A., A.C.1.S., Melbourne University 
Press, Second Edition, 1958, pp. 300, 
price £1/5/-. 


This book presents elementary account- 
ing as a reasoned, logical study, and in a 
way which eliminates the drudgery of 
learning it mechanically. Inde many 
books on elementary accounting will be 
obsolete following the appearance of this 
publication. 


Pupils and tutors using the book will 
realise that accounting’s methods and 
philosophy are not basically different from 
those of other subjects. In other words, 
accounting can be learned best by reason 
and not by rote. 


The first edition of this book (215 pages) 
was published in 1947 and a number of 
reprints have been necessary. The second 
edition contains 300 pages and is actually 
a new book, only the basic framework of 
the first edition has been retained. 


One of the best features of the new edi- 
tion is the increase in the number of prac- 
tice exercises and their placing at the 
end of each chapter. 


There are 33 revision questions at the 
end of the book, but here standard falls. 
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They will be found useful only up to q 
point, because there are no questions to 
cover a substantial part of the work 
studied, particularly the preparation of the 
profit and loss account and accounting re. 
ports. A more complete set of questions, 
properly classified, would represent a great 
improvement which would be particularly 
appreciated by those without ready access 
to tutors. Revision exercises should be a 
complete revision. 


Chapters 1 to 4 cover essential intro. 
ductory and background material in a man- 
ner designed to gain the interest of the 
pupil from the outset. 


Chapters 5 to 9 are the milk in the coco- 
nut. The basic proposition that assets 
always equal liabilities, and the further 
proposition that asset “values” are always 
a debit entry are developed with logic, 
clarity and simplicity. Ignore these pro- 
positions and one is driven to the meaning- 
less dogma of “debit the receiver and credit 
the giver”. This accounting equation con- 
cept (assets = liabilities) is fundamental 
to the whole study which then becomes 
simply a matter of interpretation and clas- 
sification by logical, easily understood steps, 

Chapters 10 to 15 introduce the ledger 
(the pupil is not confused and disheartened 
by being required to write up numerous 
eash books and journals prior to the intro- 
duction of the ledgers) for what it really 
is, but hardly ever thought of as such: the 
fundamental book of the whole accounting 
process. “The double entry system could 
function with the use of the ledger only” 
say the authors, thus placing the books of 
originating entry (the journals) into cor- 
rect perspective as books which are simply 
to record, classify and summarise enter- 
prise events in chronological order. The 
rules for debit and credit, which develop 
logically from the fundamental notion of 
the accounting equation, make entries in 
the ledger meaningful and simply an appli- 
cation of understandable rules. 


Chapters 16 to 18 are badly located and 
interrupt the smooth development of the 
subject matter. Bank reconciliation state- 
ments are an aspect of the cash journals 
which could have appeared with them in 
Chapter 13, in the way in which the petty 
cash book is introduced. Bills of Exchange 
are just forms of assets or liabilities and, 
if they are included to meet the needs of 
an examination syllabus, a better place 
would be at the end of the book. Bad 
debts and bad debts recovered could have 
been treated with the illustrations of ledger 
posting, particularly when it is noticed 
that depreciation is treated with the balance 
day adjustments. 


Chapter 19 returns to the main theme 
with an explanation of the purpose of the 
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trial balance, but more explanation and 
detail could have been included. 


Chapters 20 to 23 clearly explain balance 
day adjustments, the way in which the 
accounting reports are prepared and the 
adjusting and closing entries necessary 
for the preparation of a profit and loss 
account in the ledger. These chapters are 
far more understandable than similar ones 
in most books because the reader, having 
been taught the connection between the in- 
come accounts and the expense accounts 
and the proprietorship, appreciates that 
the purpose of the profit and loss account 
in the ledger is to summarise increases 
and decreases in proprietorship for con- 
venient transfer to a proprietorship ac- 
count. The chapters also show that the 
detailed accounting report of profit and 
loss is compiled from the basic, raw figures 
in the profit and loss account in the ledger, 
and that the accounting report known as 
the balance sheet is also prepared from 
information in the ledger. Also the trial 
balance has been shown in its proper place 
as a test of the arithmetical accuracy of 
the ledger. The useful practical and teach- 
ing device of the eight column trial balance, 
which is becoming more popular as it be- 
comes better known, is explained and well 
illustrated. Provided this device is kept in 
perspective and is used for what it is—a 
work sheet—it will be found helpful in 
the preparation of accounting reports. 


Chapters 24 and 25 are an exciting addi- 


tion to an elementary text. Few books 
explain in sufficient detail how accrued 
expenses and outstandings return to the 
relevant ledger accounts in the next ac- 
counting period. All doubts and uncer- 
tainties are removed through the explana- 
tions and detailed illustrations given. Then 
follows a clear illustration of a complete 
set of entries from the point of commenc- 
ing a new enterprise, through the books of 
originating entry, the chart of accounts, 
the ledger, the trial balance, the profit and 
loss account finishing with the accounting 
reports which are a profit and loss state- 
ment and a balance sheet. The illustration 
would have been made perfect by the inclu- 
sion of a work sheet (eight column trial 
balance), after the profit and loss account, 
to be used as the basis of the accounting 
reports, also by including a trial balance 
prepared after the adjusting entries had 
been completed. These two chapters alone 
are worth most of the money paid for the 
whole book. 


Chapter 26, covering non-commercial 
enterprises is, like Chapters 16 to 18, a 
little out of context, and probably unneces- 
sary (except for examination syllabus re- 
quirements) in this book. 


Two other features of the book could 
be mentioned. Clarity of expression and 
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presentation. One example is the use of 
account titles “discount expense” and “dis- 
count gain” instead of “discount allowed” 
and “discount received”. Tutors will know 
how easy it is for pupils to confuse the two 
when the latter, more conventional titles 
are used and will welcome the substitution 
of clear account titles. The other is the 
use of a merchandise account to consoli- 
date purchases and stocks and to develop 
through an account the cost of goods sold 
figure instead of as a mathematical compu- 
tation. 


Few texts have succeeded in presenting 
the subject matter in so complete and 
careful a form and with the needs of the 
beginner always in mind. The style of 
writing and the contents show that ac- 
counting and scholarship can be fellow 
travellers. The book must, by its very 
nature, continue to be a great influence 
for good in the teaching and understanding 
of the subject. No teacher of elementary 
accounting can afford to be without a copy. 


T. M. OWEN 


A Guide to Management Accounting, by 
H. W. Broad and K. S. Carmichael, 
pp. VIII + 152. H.F.L. (Publishers) 
Ltd., London, Price 18/-. 


The main purpose of this book is to 
indicate how accounting can help manage- 
ment in formulating enterprise plans and 
policies and in controlling operations. 
Though primarily intended for use by 
students preparing for professional ac- 
counting examinations in Great Britain, 
it should prove helpful to accountants in 
industry and commerce. 


In an introductory chapter the authors 
briefly refer to business activity generally, 
and show how accounting as a_ service 
function can assist those guiding the 
destinies of business enterprises. Five 
chapters which follow are devoted to the 
principles and techniques of budgeting, and 
the next two are concerned with reporting 
actual performance and measuring it 
against budget or standard. Brief refer- 
ence is made to graphic presentation of 
accounting data and the use of statistical 
methods as an aid to control. Chapter IX 
deals with the analysis of variations be- 
tween actual and budgeted results. 


The last two chapters are devoted to 
office organisation and the problems arising 
from the investigation of existing systems 
and procedures and the introduction of 
new methods including mechanised pro- 
cesses. 


Whilst the text is reasonably well ar- 
ranged and illustrated, one cannot help 
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feeling that perhaps too much has been 
attempted in outline—too little in depth. 
The outlines are sound enough but are 
not accompanied by adequate discussion. 
The most that can be usefully learned from 
any book is the generalized framework or 
skeleton of judgment, whilst putting flesh 
on the bones is the task of experience. With 
this “Guide”, however, one feels that rather 
too much has been left to the imagination. 


Nevertheless, it does provide an excel- 
lent summary of the techniques which the 
accountant may use in reporting significant 
information to various management levels. 


E. B. SMYTH 


The Organisation Man by William H. 
Whyte. Jonathan Cape, London, 1957, 
429 pp. Price £2/6/6. 


This book is the result of several years’ 
research by the author who is assistant 
managing editor of Fortune. First pub- 
lished in the U.S.A. in September, 1957, 
it has become a “best seller”. 


The “organisation man” relates to those 
American middle-class people who “have 
left home, spiritually as well as physically, 
to take the vows of organisation life” and 
“who are the mind and soul” of the “great 
self-perpetuating institutions” of the 
U.S.A. From their ranks are coming the 
leaders of the large corporations, and 
their values are becoming predominant. 

To describe the organisation man as 
“taking the vows of organisation life” 
suggests a conformity that hardly fits the 
picture we have of America as a land of 
rugged individualism, but the author 
amasses evidence in support of his thesis 
that the large American corporation de- 
mands conformity as the basis of social 
harmony and co-operation within its ranks. 
The organisation man, in order to get on, 
must learn to co-cperate, be a “good mixer”, 
and devote himself to the objectives of the 
corporation. “Be loyal to the company and 
the company will be loyal to you” is be- 

coming, it seems, a constant refrain. 

What part then, does the creed of “in- 
dividualism” play in American business? 
According to Whyte, those who still adhere 
to it are mainly small businessmen whose 
firms can not evolve into large enterprises. 
These firms are typified by the drug stores, 
restaurants and laundries. The large cor- 
poration stands as the dominant feature 
of American business. 

Individualism, he argues, does not fit into 
the pattern of social harmony that forms an 
important organisational objective of the 
large enterprises. Many illustrations are 
provided in support of this. In the training 
of organisation man, key terms are “the 
team spirit”, “integration”, “group har- 
mony” “collaboration”, “human relations”. 
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Personnel testing is becoming increas- 
ingly a test of conformity, of detecting un- 
orthodoxy. Even the scientists in the 
organisation are urged to work together, 
and creative individual research is dis. 
couraged. The result, according to Whyte, 
is mediocrity in corporation research. 


Of particular interest to educationists 
is the marked trend towards courses in 
business administration. Those courses are 
shown to reflect the organisation philoso- 
phy. There is an increasing emphasis on 
the vocational aspects of education and the 
subjects broadly known as the humanities 
are becoming more and more neglected. 


The organisation is shown to intrude into 
executives’ home life and it must accommo- 
date itself to the organisations’ require- 
ments. Promotion often involves moving 
to a new area. Those who are frequently 
on the move are described by Whyte as 
“the transients” and a community consist- 
ing mainly of such transients is subjected 
to a close and revealing study. 


The author is not only concerned with 
describing these trends. He is concerned 
also with the dangers arising from what 
he describes as the swing of the pendulum 
from an emphasis on individualism to that 
of conformity. He argues for a balance 
between the two extremes and maintains 
that what is now needed is a re-emphasis 
on the importance of individual freedom, 
of freedom of thought and obeying one’s 
conscience. 


What possible effect would such a re- 
emphasis have on organisational relation- 
ships? Would it foster disloyalty and de- 
stroy team spirit? These questions might 
well be raised, but Whyte does not do so. 
There is some evidence to support the view 
that an organisation which encourages in- 
dividual initiative and independence of 
thought, and which respects personal in- 
tegrity is capable of commanding strong 
loyalty, and achieving social harmony. It 
might even be argued that such an organi- 
sation is more likely to achieve these ob- 
jectives than one which discourages inde- 
pendence and seeks conformity. 


The Organisation Man should help to 
make us aware of the possible dangers that 
can exist even in a benevolent democracy 
from too great an emphasis on conformity. 
Individualism carried to extremes can en- 
danger society; but too much emphasis 
on conformity can inhibit individual initia- 
tive and imagination. 


Since the trends described are not yet 
marked in Australian business, we have 
time to consider carefully their possible 
implications. After reading this book, we 
will perhaps view more critically American 
literature dealing with organisational 
philosophy. 

K. A. MIDDLETON 
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NEWS AND NOTES 


Australian Institute of 
Accountants 


VICTORIA 

Family Circle 

Forty members attended the Family 
Circle discussion group meeting on 10 
September, to participate in a discussion 
led by Mr. K. Cross, A.A.S.A., A.C.A.A., 
partner in the firm of Messrs. Offner 
Hadley and Co. The subject was “Practical 
Problems in Cost Absorption”. Mr. Cross 
posed a number of costing problems, and 
invited discussion by those present. 


Monthly Luncheon 

The Attorney-General for Victoria, the 
Honorable A. G. Rylah, spoke to approxi- 
mately 150 members on “Current Prob- 
lems” at the luncheon held at The Vic- 
toria on 9 September. Using facts and 
figures covering the last three years, Mr. 
Rylah outlined the problems facing the 
government in financing the many activi- 
ties in the rapidly developing State of 
Victoria. 


Taxation Lectures 

The series of taxation lectures conducted 
by the Victorian Division in conjunction 
with the Australian Institute of Manage- 
ment was an outstanding success, with 
average attendances at each lecture of 
350. The speakers and their subjects were: 
Mr. J. M. McKellar White—“Taxation of 
Companies”; Mr. G. W. Chenoweth—“De- 
preciation”; Mr. B. M. Stackpool—Super- 
annuation Funds”; Mr. K. Keown—“Pur- 
chase and Sale of a Business”. 


Certificate Presentation Ceremony 

This function was held at The Victoria 
on 24 September. Forty-five new mem- 
bers attended, accompanied by wives and 
friends, and after a short address by the 
State President, Mr. E. A. Peverill, B.Com., 
F.A.S.A., each new member was presented 
with his certificate of membership. This 
ceremony, which has not been held in 
recent years, has been revived by the Divi- 
sion and will be held at six-monthly inter- 
vals in future. 


Personal 


Mr. Ian M. Nichol, B.Com., F.A.S.A., 
a vice-president of the Melbourne Y.M.C.A. 
and a member of the national executive, 
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has been appointed a member of the World 
Council of the Y.M.C.A. 

Mr. A. J. Petrie, B.Com., A.A.S.A., 
A.C.A.A., has been appointed a member of 
the Victorian Railways’ Public Relations 
and Betterment Board. He fills a vacanc 
created by the promotion of Mr. W. 
Thomas to the position of manager of 
the Victorian Government Tourist Bureau. 

Messrs. W. J. Gartner and Co. advise 
that Mr. John S. Walker was admitted to 
partnership on 1 July. The firm name 
will remain unchanged and the practice 
will be continued at 422 Collins Street, 
Melbourne. 

Mr. R. S. Buzolich, A.A.S.A., A.C.LS., 
has been appointed internal auditor to the 
group of companies owned and operated 
by Australian Consolidated Industries Ltd. 


BALLARAT BRANCH 


On 15 September, Mr. N. A. Crouch, 
A.A.S.A. (deputy chairman of the branch), 
presided over a well-attended meeting of 
members and students when an interesting 
series of films was screened at the “Ballarat 
Wattle”. Mr. R. R. Waddell, B.Com., 
A.A.S.A., a partner of Messrs. Fuller 
King & Co., of Melbourne, presented three 
American training films: “Electronics for 
Accounting and Business”; “Responsibility 
Accounting for a Small Manufacturing 
Company”, and “Inflation in Business”’. 


After the films had been shown, Mr. 
Waddell, in a short address, emphasised 
the growing importance of the concept 
of responsibility accounting on the costing 
side of accounting for industry. A vote 
of thanks to Mr. Waddell was moved by 
Mr. Ivor MclIvor, hon. secretary of the 
branch. 


NEW SOUTH WALES 


Economic Lecture Series 

On 26 August, the third and final lecture 
in the series “Economic Factors Affecting 
Australian Trade” was given by Mr. H. D. 
Black, M.Ec., Senior Lecturer in Econo- 
mics, University of Sydney. He took as 
his subject “The Common Market, the 
Free Trade Area Proposed and Their Rele- 
vance to Australia”. 


Mr. Black described the Common Market 
area and explained how it involved the 
six participating countries, France, West 
Germany, Italy, Belgium, The Netherlands 
and Luxembourg. Mr. Black said that the 
Common Market area provided for customs 
unity, and its functioning would have an 
important influence on the economic struc- 
ture of Western Europe. He compared 
the Common Market with the Free Trade 
Area (proposed by Great Britain). He said 
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that, as the six countries of the Common 
Market area take 38% of our exports, 
its operation could have a profound effect 
on Australia. 


The lecture was given at the Anzac 


Memorial Centre. Mr. . P. Henson, 
F.A.S.A., vice-president of the Australian 
Society of Accountants, was chairman and 
Mr. Gordon M. Andrews, M.B.E., F.A.S.A., 
a councillor of the N.S.W. Division of the 
Society, moved the vote of thanks. 


Taxation Law and Practice Series 


Over five hundred members of the Society 
registered for the series of four lectures 
on taxation matters which began on 3 
September at the Assembly Hall. 


The series was organised by the N.S.W. 
Division of the Society and the first lecture 
entitled “Assisting the Neglected Taxpayer: 
Tax Saving Points for the Employee, Small 
Business Man and Investor” was given by 
Mr. J. McKellar White, F.A.S.A. 


In the course of his address Mr. McKellar 
White gave his definitions of tax evasion 
and tax avoidance. He said that tax eva- 
sion was the omission to declare income, 
the claiming of fictitious deductions, the 
rigging of business accounts and the like. 
He went on to say that apart from the 
ethics of such actions they seemed to be 
quite futile. The ingenuity of the indi- 
vidual was pitted against the unlimited 
facilities of the anonymous informer and 
the inescapable fact that at some time— 
if not before, at death—undeclared re- 
sources must be brought to light. 


The scores of tax prosecutions and the 
thousands of defaulters listed in the Taxa- 
tion Commissioner’s reports to Parliament 
are the recorded casualties of those who 
try to get away with tax evasion. 

Mr. McKellar White said that tax avoid- 
ance is quite another matter. From his 
experience he was satisfied that many tax- 
payers pay more tax than they legitimately 
should pay. This may be due to five 
factors, i.e., An ignorance of the conces- 
sions granted by law; a disinclination to 
put their taxation affairs into expert pro- 
fessional hands; the hurried completion of 
the income tax return form, the instruc- 
tions and explanations on which were not 
thoroughly read or understood; domestic 
expenditure on, say, chemists’ bills, charit- 
able gifts, children’s schooling, ete., are 
not properly recorded throughout the year 
and overlooked when the return is being 
prepared; the legally permissible re-ar- 
rangements of family affairs are not con- 
sidered. 


Mr. McKellar White said that under an 
ideal tax system two people, with identical 
incomes and property of the same value 
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and comparable domestic status, would pay 
the same amount of income tax and, on 
death, the same amount of death duties, 
However, with a complex social and econo- 
mic structure and with a tax system far 
from ideal, the burden of tax may be sub- 
stantially varied according to how a tax- 
payer arranges his business and financial 
affairs. 


On 10 September, Mr. J. A. L. Gun, 
C.B.E., F.A.S.A., delivered an address en- 
titled “A Plea for a New Income Tax 
Assessment Act”. In his inimitable style, 
Mr. Gunn stated his case, quoting sections 
of the Act that ought to be reviewed and 
others that ought to be discarded. 


The third lecture in the series was given 
by Mr. N. E. Challoner, LL.B., A.A.S.A., 
and he took as his subject, “Current 
Thoughts on Superannuation and Pension 
Schemes”. Notes on the series may be 
available after the fourth and final lecture 
by Mr. J. A. Lee, B.A., LL.B.—“A Review 
of Estate and Gift Duty Acts and Tax 
Avoidance”, to be held on 1 October. 


Personal 


Mr. R. Keith Yorston, F.A.S.A. (vice- 
president of the N.S.W. Divisional Council 
of the Society), has been re-elected presi- 
dent of the Australian-American Associa- 
tion in New South Wales. 


Mr. E. A. Rowe, F.A.S.A., who was 
branch secretary of the Department of 
Production, Sydney, has been appointed 
chairman of the Rivers and Water Supply 
Commission of Tasmania. 


Mr. J. A. Brightwell, A.A.S.A., has been 
appointed director of H. Brightwell & 
Sons Pty. Ltd., to fill the vacancy caused 
by the death of his father. 


Mr. W. H. Newton, Dip.Com., A.A.S.A., 
F.C.A.A., A.C.LS., of Sydney, a past presi- 
dent of the Australasian Institute of Cost 
Accountants, and a member of the N.S.W. 
Divisional Council of that body, has been 
appointed to a cost accounting post in 
Egypt with the International Labour Or- 
ganisation. The appointment was arranged 
by the Higher Appointments Office of the 
Commonwealth Employment Service, and 
will be mainly concerned with textile pro- 
duction. There are at present 50 Aus- 
tralian experts, serving overseas in United 
Nations Technical Assistance posts, rang- 
ing from public administration in Libya to 
food processing in Burma. 


WOLLONGONG BRANCH 


The Wollongong Branch held a members’ 
and students’ meeting on 23 September, 
when Mr. L. A. Little, A.A.S.A., delivered 
an interesting address on various aspects 
of taxation. 
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SOUTH AUSTRALIA 


Annual Lecture 

The annual lecture in the University of 
Adelaide was delivered by Professor L. 
Goldberg, Gordon L. Wood Professor of 
Accounting, University of Melbourne, at 
the Mawson Lecture Theatre on 22 August, 
the title of the subject being “The Province 
of Accounting”. 

The lecture, which formed part of the 
programme of the ANZAAS Conference, 
was presided over by Professor R. L. 
Mathews, and attended by approximately 
200. 

Following the lecture, representatives of 
kindred organisations were entertained at 
supper at the Bohemian Tea Rooms by 
the State President, Mr. C. L. Hargrave, 
and the South Australian Divisional Council 
of the Society, when an opportunity was 
provided for all to meet Professor Gold- 
berg. 

September Luncheon 

More than 120 members attended the 
luncheon at the South Australian Railways’ 
refreshment rooms on 1 September, when 
the speaker was Mr. Carl Nilsson, who 
spoke on the subject “Fifteen Months in 
Antarctica”. 


Personal 

Mr. M. M. Powell, chief accountant of 
the Electricity Trust of South Australia, 
will leave Adelaide at the end of Septem- 
ber for America, where he will investigate 
methods of electronic data processing. 

Mr. R. H. Forbes has returned to Ade- 
laide after three years in the United King- 
dom and America. 


PORT PIRIE BRANCH 


The State President, Mr. C. L. Hargrave, 
the State vice-president, Mr. L. H. Duncan, 
Mr. J. M. Jones and the State Registrar 
visited Port Pirie on 5 September. They 
were accompanied by Mr. W. G. F. Mc- 
Culloch, a member of the Stock Exchange 
of Adelaide, who addressed members of 
the Port Pirie Branch on Stock Exchange 
activities. 


UPPER MURRAY BRANCH 


Members of the branch had a successful 
meeting on 29 August, when a tape record- 
ing of an address given to members of 
the Queensland Division recently by Mr. 

S. Schrapnel was heard. The title of 
the address was “Economics as an Aid to 
Budgeting”, and the tape was made avail- 
able through the courtesy of the Queens- 
land Division. Prior to the playing of 


the tape, Mr. Walter Eastman, the repre- 
sentative of the Australian Broadcasting 
Commission, most appropriately gave a 
short talk on the subject of “Tape Re- 
corders”. The next meeting of the branch 
will be held on 31 October. 
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WESTERN AUSTRALIA 


Research 

Under the chairmanship of Mr. L. Beas- 
ley, the research group to study “Income 
Tax and the Accounting Concept of Busi- 
ness Income” is showing keen interest at 
its monthly meetings. Mr. W. A. Limpus 
has been appointed leader, and Mr. A. W. 
Nielsen, hon secretary, of the group. 


Sectional Activities 


A meeting of those members who are 
engaged in government or municipal ac- 
counting, and who are interested in form- 
ing study groups, was held recently. 
Twenty-two members were present, and 
the meeting was presided over by Mr. L. 
Beasley, chairman of the Education Com- 
mittee of the West Australian Division. 
As an outcome of discussion at the meet- 
ing, two groups were formed. One is to 
study Local Government (Municipal and 
Road Board) Accounting and the other to 
study Government Accounting. Mr. A. E. 
White, A.A.S.A., A.C.A.A. (assistant sec- 
retary of the State Local Government 
Department), was elected chairman of the 
local government group, and Mr. J. O’Donog- 
hue (accountant of the Perth Road Board) 
was elected hon. secretary. Mr. J. Staple- 
ton, A.A.S.A., A.C.A.A. (accountant of the 
Public Works Department), is chairman, 
and Mr. H. Jarman, A.A.S.A. (inspector, 
Public Service Commissioner’s Office) is 
hon. secretary of the government account- 
ing group. 

Monthly Luncheons 


Mr. W. A. MclI. Green, Town Clerk of 
the City of Perth, spoke on the subject 
of “City Planning and Parking” at the 
Division’s August monthly luncheon. As 
parking meters have recently been installed 
in Perth streets, the talk was most topical. 

The Fremantle luncheon was also well- 
attended. Capt. E. Owen of Robert Laurie 
Pty. Ltd. chose for his subject “Early 
Postal History in W.A.”. 


Personal 

Mr. J. E. D. Battye, F.A.S.A., was re- 
cently appointed vice-president of Perth 
Chamber of Commerce. 


QUEENSLAND 


Change in the Divisional Council 

After twenty-eight years’ continuous ser- 
vice on the Councils of the Commonwealth 
Institute of Accountants and the Society, 
Mr. C. D. Wrigley, F.A.S.A., has resigned 
as a member of the Queensland Divisional 
Council. He has taken this action because 
he considers that he can thus make way 
for a younger member to play his part 
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in the development of the profession 
through service on the Divisional Council. 
The Council accepted Mr. Wrigley’s resig- 
nation with regret and placed on record 
its appreciation of the great services ren- 
dered by him over so long a period. 
Mr. D. Gray, F.A.S.A., has been elected 
to fill the vacancy on the Divisional Coun- 
cil. He has been active in the educational 
activities of the Society and is well-known 
as the secretary of Appleton Industries Ltd. 


Educational Activities 

Mr. P. Vickery, A.A.I.I., manager of the 
Australian Alliance Insurance Co., assisted 
by Mr. G. L. Kemp of the Royal Exchange 
Assurance Co., and Mr. R. G. Robertson 
of Legal and General and Gresham Insur- 
ance Co., recently delivered an address to 
members on “What Every Accountant 
Should Know About Insurance”. 

The lecture provided a non-technical sur- 
vey of fire, accident and marine insurance 
as practised in Australia with emphasis 
on points which have a special or increas- 
ing interest for accountants. 


Personal 

Mr. Charles Bowly, who has been a part. 
ner in the firm of Messrs. Kennedy, Bowly 
and Manson, Public Accountants of Bris. 
bane since the inauguration of the firm 
in 1913, retired from the partnership op 
30 June. The remaining partners, Messrs, 
J. L. Amies and J. G. Orr, are carrying 
on the partnership under the same firm 
name of Kennedy, Bowly and Manson at 
the previous address at Empire House, 
Wharf Street, Brisbane. 


Mr. N. C. Rossow, A.A.S.A., previously 
Queensland senior tutor of the Hemingway 
Robertson Institute, has been appointed 
Queensland State principal, auacielian Mr. 
M. R. Allen, who Aas been transferred as 
New South Wales State principal. 


CAIRNS 


A meeting of members of the Cairns 
discussion group was held on 11 September 
when Mr. G. A. Hill, A.A.S.A., gave a 
lecture entitled “The Role of the Cost 
Accountant in Industry”. 





Australian Accountants’ Students’ Society 


VICTORIA 
August Meetings 

On 18 August, a well attended meeting 
of members of the Students’ Society heard 
an informative address on the subject of 
“The Stock Exchange—Its Functions and 
Operations” delivered by Mr. R. S. Clayton 
of J. B. Were & Son. 

“Joint Venture Accounts” was the title 
of the lecture delivered by Mr. G. Herring, 
B.Com., Dip.Ed., A.A.S.A., at a lunch-time 
meeting on 25 August, when approximately 
60 students were present. From the num- 
ber of questions put to the speaker, it was 
evident that many students were interested 
in obtaining the maximum information on 
the subject. 


September Meetings 


Mr. Curtis A. Reid, F.A.S.A., F.C.LS., 
took as his subject, “Tackling the Exami- 
nations”, when he addressed a lunch-time 
meeting of 130 students on 8 September. 
The hints which were given in this ad- 
dress should prove most helpful to students. 

Mr. K. Wilkinson spoke to some 60 
students on 22 September on the subject 
of “Monetary Theory”. This subject was 
to have been the topic of two lectures 
scheduled to be given by Mr. N. T. Drohan 
on 19 and 22 September. Unfortunately, 
Mr. Drohan, owing to unforeseen circum- 
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stances, was unavailable and Mr. Wilkinson 
kindly agreed to give an address on the 
same subject at short notice. His action 
in so capably filling the breach is greatly 
appreciated by the Divisional Council of 
the Students’ Society. 


Tape Recording 


The Council of the Students’ Society has 
been fortunate in obtaining on loan from the 
Queensland Division of the Australian 
Accountants’ Students’ Society, a tape re- 
cording of a lecture delivered by Mr. L. 
W. H. Butts, on the subject “The Essentials 
of Public Company Flotation”. Arrange- 
ments will- be made for a meeting of 
students to hear this outstanding lecture. 


QUEENSLAND 

September Meeting 

The subject of “Balance Day Adjust- 
ments” was discussed at the September 
meeting of the Students’ Society. Mr. C. 
A. Drinkall, B.Com., F.A.S.A., who has 
had many years’ experience as a tutor of 
accountancy subjects, explained the prac- 
tical application of balance day adjust- 
ments and discussed the subject in relation 
to examination problems. A question and 
discussion period enabled students to clarify 
their individual problems and enter into 
discussion on other points raised. 
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Discussion Group 

A successful series of discussion group 
meetings was held during August for a 
retricted number of members of the 
Students’ Society in Brisbane. The dis- 
assion on “Funds Statements” was led 
by Mr. J. T. Catton, A.A.S.A., who is a 
member of the Queensland Divisional 
Council and Students’ Society Committee. 
The committee hopes to hold further group 
discussions on various subjects at a later 
date. 


+ + + 


Australasian Institute 
of Cost Accountants 


VICTORIA 


Development of the Division 

In recent times, the Council of the Vic- 
torian Division has undertaken an increased 
and varied number of activities with the 
object of developing cost and management 
accounting in Victoria. There are many 
indications that these activities are finding 
favour with members as well as promoting 
considerable public interest through the 
favourable publicity which has eventuated. 
The organisation of these activities has 
thrown added work and responsibilities on 
members of the Divisional Council. At a 
special meeting of the council a new plan 
for organising such activities was discussed 
and, as an outcome, it is envisaged that 
special committees will be set-up and a 
number of experienced cost and manage- 
ment accountants will be co-opted to serve 
on these committees. 


Membership Promotion 


Increasing interest is being shown by 
accountancy students in cost accounting 
and many candidates enrolled with the 
Australian Society of Accountants have 
indicated their intention of continuing their 
studies into the specialised field of cost 
and management accounting. 


To meet this growing interest in costing, 
arrangements have been made with the 
Victorian Division of the Australian Ac- 
countants’ Students’ Society for a series 
of four lunch-hour lectures on cost account- 
ing to be held. Details of these lectures 
Will be available shortly. 


Arrangements are being made to hold 
& presentation ceremony a* which new 
members will formally receive their certi- 
fieates. The occasion will be of particular 
Importance because 52 new members will 
be entitled to attend. 
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Motor Industry Discussion Group 


The first meeting of the motor industry 
discussion group was held on 27 August, 
when the subject, “Pricing Policies for 
Replacement Parts”, was discussed. Under 
the chairmanship of Mr. H. F. Fox, im- 
mediate State past president, the group’s 
activities may be expected to be of con- 
siderable help to cost accountants in the 
automotive industry and should broaden 
their interest generally in the accounting 
problems of the trade. Members wishing 


to join this discussion group should com- 
municate with the State Registrar as soon 
Meetings are held monthly. 


as possible. 


Building Industry Discussion Group 


The fortnightly meetings of this group 
under Mr. D. M. Cronin’s leadership have 
been occupied by investigations of costs 
in the building industry in Victoria. In- 
formation being collated on house construc- 
tion costs by this group could prove to be 
of national importance. The group’s acti- 
vities generally cover aspects of the build- 
ing industry not yet reviewed anywhere 
else in Australia. 


Shell Refinery Visit 


Another group of members gained selec- 
tion by ballot for the second visit to the 
Geelong refinery of the Shell Co. From 
the report of those who made the trip, 
it was again of great interest and the 
Shell Company’s generous hospitality was 
appreciated. 


Senior Discussion Group 


The title of this discussion, “The Cost 
Accountant’s Place in the Profit Squeeze”, 
should be of particular interest to mem- 
bers because of its topical nature. Full 
details of the discussion to be held on 
15 October will be sent to all members 
in due course. 


President’s Lecture 


Members are reminded that the Presi- 
dent of the Australasian Institute of Cost 
Accountants, Mr. a . Jarman, is to 
come to Melbourne to address members 
of the Victorian Division in November on 
the subject, “Mechanisation and the Cost 
Accountant”. 


Tasmanian Convention 


The proposed Convention, tentatively 
planned to take place in November, is now 
to be held in March, 1959. The prelimi- 
nary discussions already held indicate that 
this Convention will prove to be a land- 
mark in cost accounting in Tasmania. 
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Mt. Eliza Convention 

Arrangements are now well in hand for 
the Victorian Division’s Second Convention, 
to be held on 13 to 15 May, 1959, at the 
Australian Administrative Staff College, 
Mt. Eliza. The theme of the Convention 
will be “A Planned Approach for Greater 
Profits”. The programme will include six 
lectures and two actual case studies, with 
many notable speakers participating. The 
following list of lecture titles indicates 
that all present at the Convention will gain 
considerable assistance in managerial tech- 
niques: “Setting Objectives and Measuring 
Achievements”; “Planning the Introduction 
of New Products”; “Sales Forecasts as a 
Basis for Planning”; “Budgetary Policy 
and Control”; “Let’s Develop ‘Return on 
Investment’ Consciousness”; “Cost Reduc- 
tion Techniques”. 


Activities for 1959 


Plans are now being made for the pro- 
gramme of activities for 1959, and all 
members are again invited to submit sug- 
gestions for activities which they consider 
should be included in the syllabus. If you 
have any ideas the committee concerned 
would be glad to receive them. 


Cost Accounting in Municipalities 


Preliminary talks have been held with 
a representative of the Institute of Muy. 
cipal Administration with a view to plan. 
ning liaison between that body and th 
Cost Institute. It is hoped that this yj] 
ultimately foster among the municipalitig 
an awareness of the assistance which cost 
accounting can provide towards the eff. 
cient conduct of municipal activities. |t 
is planned to organise a discussion grou 
to which members of both Institutes yi] 
be invited. 

In the meantime, members of the Vic. 
torian Division of the Cost Institute who | 
desire to join in the initial planning or 
become a member of the discussion groy 
later are invited to — the State Regis. 
trar as early as possible. 


Farewell to Mr. D. Jacobi 


Members of the Divisional Council 
gathered at the Australia Hotel in August 
to bid farewell to Mr. D. Jacobi on the 
eve of his departure on an extended over- 
seas business trip. He is an invitee mem- 
ber of the Council and he has gone abroad 
in his capacity as secretary of Volkswagen 
(Aust.) Pty. Ltd. 





BOOK REVIEW 


Company Secretarial Practice in New 
Zealand, by A. Dale, F.C.LS., 
F.R.A.N.Z. A.I.A.N.Z. (The Accountants 
Publishing Co. of N.Z. Ltd.) pp. xx, 
1-490, and index, pp. 491-512. Australian 
price, £2/12/6. 


This book is described as, and is, a com- 
prehensive and practical text book dealing 
with all phases of company secretarial 
practice. It is true that it deals with New 
Zealand law, and that fact may limit its 
utility outside that country, but to the 
extent that it is no longer possible, or 
even desirable, for every company to oper- 
ate only within the geographical limits of 
the place of its incorporation, there will be 
some need for Australian practitioners to 
refer from time to time to the position in 
other countries, including New Zealand. 
For this purpose Mr. Dale’s book will be 
quite valuable. Moreover, the book is based 
on the company law as enacted in the New 
Zealand Companies Act of 1955, and it 
should, therefore, be of more than passing 
interest to those Australians interested in 
amendments to their local Companies Acts. 


The author has, as he points out in his 
acknowledgment, used the third edition of 
Yorston & Fortescue’s Australian Secre- 
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tarial Practice as the basis for this New 
Zealand text book, with the result that the 
book follows a similar pattern to the Aus- 
tralian one. To those familiar with the 
Australian work, this will be an indication 
of the matters with which the book is con- 
cerned. 

After a short introduction, Mr. Dale 
takes the reader through the principal 
matters connected with the formation and 
administration of companies, including such 
topics as prospectuses, applications for and 
allotment of shares, transmission and trans 
fer of shares, directors’ duties and respon- 
sibilities, accounts, meetings, and so forth. 


The whole book is clearly written, and 
the practice adopted of including in_ the 
text specimen forms and the like to illus- 
trate the point under discussion, has 4 
great deal to commend it. Apart from this, 
the continuity of the text is not interrupted 
by the inclusion of case references—these 
are dealt with in the form of footnotes. 

Subject to the limited use which Aus- 
tralian practitioners might be able to make 
of this book, it should be of great value to 
company secretaries and all those connec 
with company administration. 

L. C. VOUMARD. 
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SNOWY MOUNTAINS 
HYDRO-ELECTRIC AUTHORITY 
APPLICATIONS are invited for 
appointment to the position of 
CHIEF FINANCE OFFICER 







2 Vic. 

® who | Salary £3,213 p.a. 

a Applicants should be qualified account- 
Rey, ants or possess suitable University quali- 





feations. They should have wide adminis- 
trative experience, particularly in the field 
of financial management and control, pre- 
ferably associated with large scale engi- 










Duncil : , 

ugust neering construction. 

1 the The successful applicant will be respons- 

over- @ ible to the business manager for the super- 

mu vision and management of the Authority’s 

agen fmance, accounting, cost accounting and 
wdgeting services. He will also be re- 






qired as necessary to assist the business 
manager with legal, property and township 
removal matters. Proven executive ability 
is essential. 

The Authority’s headquarters are at 
Cooma, New South Wales, where the ap- 
pointee will be required to reside. An 
Authority’s cottage will be available on 
a rental basis to a married appointee 
within about one month of commencing 
duty. Single accommodation and meals 
at subsidised rates will be available in 
staff hostels. 


Information on 















superannuation, long 


















dale 
pal service leave and other conditions of ser- 
- viee is available on application. 
“ Applications giving full particulars of 
ns- qualifications, experience and personal de- 
on- tails should be addressed to The Business 
th. Manager, Snowy Mountains Hydro-Electric 
nd Authority, Box 332, P.O., Cooma North 
he 4S, N.S.W. 
18- 
i, | . UNIVERSITY OF QUEENSLAND. Ap- 
ed lations are invited for the position of 
se SENIOR LECTURER IN ACCOUNTANCY. 
Salary £2160/£2510 p.a. Applicants should 
s- have an appropriate University degree and 
ce qualifications and experience in account- 
to ancy. Further particulars and application 
d forms are obtainable from the undersigned 





with whom applications close on 31 Octo- 
ber, 1958. C. J. Connell, Registrar. 
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PROFESSIONAL NOTICES 


Rate per line 5/-; minimum per insertion 15/-. 





FOR SALE. Burroughs electric book- 
keeping machine, class 6. Surplus to re- 
quirements. In good order. Fully serviced. 
£50 or offer. ’Phone MF 1536 (Melb.). 


NEW ZEALAND. ESTABLISHED NEW 
ZEALAND FIRM of Public Accountants, 
of excellent professional standing. seeks 
correspondent relations with established 
firms with clients with possible interests 
in New Zealand, etc. “Management Audit”, 
P.O. Box 2948, Auckland, New Zealand. 


ACCOUNTANT (FEMALE) NEAR- 
QUALIFIED, would like position in city. 
Commence January, c/- No. 496, Australian 
Society of Accountants, 37 Queen Street, 
Melbourne. 


POSITION REQUIRED—Chartered As- 
sociate (N.IL.P.), aged 34, fifteen years’ 
experience Chartered Accountants’ office, 
requires position—Sydney, Brisbane, Ade- 
laide, Perth, or large country centre. 
Reply No. 498, c/- Australian Society of 
Accountants, 5 Bligh Street, Sydney. 


FOR SALE: City accountancy practice. 
Gross fees £2,400, furniture, plant, £150. 
Premium premises £1,100 (690 84. ft.). 
Sale price £3,000, payable £1,500 deposit, 
balance over 12 months. Available any 
time after 1 December, 1958. Reply to No. 
289, c/- Australian Society of Accountants, 
5 Bligh Street, Sydney. 


SYDNEY BOARD ROOM AVAILABLE. 
Centrally situated in King Street, beautiful 
maple-panelled board room, seating up to 
ninety persons, available for company meet- 
ings. Furnished exclusively, ideal for di- 
rectors’ and shareholders’ meetings. Al- 
ready availed of by many leading com- 
panies and others requiring a better type 
conference room. Ring BW 6783 for par- 
ticulars. 





WANTED TO BUY—Accounting mach- 
ine in good condition. S.A. Harwoods 
Limited, 10 Payneham Road, St. Peters, 


South Australia. MF 2361. 












SOUTH AUSTRALIAN SCHOOL OF 
MINES AND INDUSTRIES 
North Terrace, Adelaide. 
Applications are invited for the position of 
Lecturer in the Department of Accountancy. 


Applicant should hold a degree or 
diploma in accountancy, and be a corporate 
member of an appropriate professional 
body. Previous experience as an accountant 
is essential. 

Normal salary range: £1,650-£1,870 p.a., 
commencing according to qualifications and 
experience. The upper limit of salary may 
be extended to £2,050 p.a., for a person 
holding an appropriate Honours degree or 
higher qualification. 

The successful applicant may be re- 
quired to lecture and conduct classes in 
the subjects of any section of the course 
for which he is qualified, and to devote 
the whole of his time to the duties of his 
office. Some evening attendance would be 
required, in which case equivalent relief 
would be allowed during the day-time. 

The position carries liberal sick leave, 
and superannuation benefits. Assistance 
will be provided for travelling expenses of 
the successful applicant, and for transport 
of personal effects. 

Applications with supporting documents 
should reach the Principal not later than 
Saturday, 15 November, 1958. 

R. W. PARSONS, Principal. 


PRACTICE SOUGHT IN BRISBANE 
AREA. Small, growing practice preferred, 
by experienced public accountant. Reply 
No. 499, c/- Australian Society of Ac- 
countants, 37 Queen Street, Melbourne. 


ESTABLISHED PUBLIC ACCOUNT- 
ANTS, practising in Melbourne, desire 
reciprocal working arrangement with simi- 
lar accountants in Sydney, Brisbane and 
Adelaide. Please communicate with P.O. 
Box 45, Prahran, §.1, Victoria. 


SMALL PRACTICE OR PARTNERSHIP 
ARRANGEMENT REQUIRED by young 
associate. Twelve years’ experience with 
public accountants. Capital to £1000 avail- 
able. Reply, No. 497, c/- Australian Society 
of Accountants, 37 Queen Street, Mel- 
bourne. 


PROVISIONAL ASSOCIATE, registered 
tax agent, has time available to assist 
other practitioners. UM5772 (Sydney). 


550 


BRANCH MANAGER—PARTNER) 
—Student requiring only one subject: 
qualify, with more than six years’ 
tinuous experience in taxation in cg 
towns, present position chief clerk, 
position in country town (up to 200 
from coast) N.S.W. or Victoria, as bi 
manager or chief clerk with definite 
pects of partnership. Age, early thi 
Reply to “Branch Manager”, c/- 
tralian Society of Accountants, 5 
Street, Sydney, N.S.W. 


WANTED FEMALE CLERK for 
countant’s office in north-coast NS 
town. Knowledge bookkeeping nece; 
Apply No. 488, ¢c/- Australian Soci 
Accountants, 5 Bligh Street, Sydney. ~ 


OPPORTUNITY FOR ACCOUNTA 
or final accountancy student in 
office. Experience an advantage but 
essential. Applications (strictly conf 
tial) stating age, particulars of expel 
and enclosing copies of references to! 
Manager, Farmers & Citizens Trustees @ 


.Bendigo, Victoria. 


ASSOCIATE, AGE 23, with mode 
capital, desires partnership with an es 
lished accountant in Victoria or southet 
N.S.W. ‘country town, [preferably 
option to purchase practice in two or t 
years’ time. Reply Box No. 494, Aust 
Society of Accountants, 37 Queen St 
Melbourne. » 

MELBOURNE PRACTICE SOUGHT= 
Established firm desires to expand by puRy 
chase or part purchase of suitable p 
in city or suburbs. Reply Box No. 
Australian Society of Accountants, 
Queen Street, Melbourne. 


a 


WANTED TO SELL. Mercedes accoulh) 
ing machine. Excellent condition. Dem 
offer. Ring Mr. Long, JB 2314 (Melbourne 

POSITION VACANT: This rapidly 
panding organisation has a vacancy for & 
young man interested in accountancy, 
will familiarise himself with the comp 
inside workings of the company. i 
opportunities are excellent for some 
with initiative, drive and the will to 
Markem Press Pty. Ltd. 26-28 Raymon 
Avenue, Matraville, N.S.W.—FJ 8562. & 
for appointment. " 
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